GUARANTEED LOANS FOR PURCHASE 
OF AIRCRAFT AND EQUIPMENT 


HEARINGS ‘YS 28 1957 


BEFORE THB MAIN 
we oOnrmes 


SUBCOMMITTEE ON AVIATION 


OF THE 


COMMITTEE ON 
INTERSTATE AND FOREIGN COMMERCE 
UNITED STATES SENATE 


EIGHTY-FIFTH CONGRESS 
FIRST SESSION 
ON 


S. 2229 


A BILL TO PROVIDE FOR GOVERNMENT GUARANTY OF 

PRIVATE LOANS TO CERTAIN AIR CARRIERS FOR PUR- 

CHASE OF AIRCRAFT AND EQUIPMENT, AND POR OTHER 
PURPOSES 


JUNE 17 AND JULY 3, 1957 


Printed for the use of the Committee on Interstate and Foreign Commerce 


os 


UNITED STATES 
GOVERNMENT PRINTING OFFICE 
WASHINGTON : 1957 











COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE 
WARREN G. MAGNUSON, Washington, Chairman 


JOHN O. PASTG“E, Rhode Island JOHN W. BRICKER, Ohio 

A. 8S. MIKE MONRONEY, Oklahoma ANDREW F. SCHOEPPEL, Kansas 
GEORGE A. SMATHERS, Florida JOHN MARSHALL BUTLER, Maryland 
ALAN BIBLE, Nevada CHARLES E. POTTER, Michigan 
STROM THURMOND, South Carolina WILLIAM A. PURTELL, Connecticut 
FRANK J. LAUSCHE, Ohio FREDERICK G. PAYNE, Maine 
RALPH YARBOROUGH, Texas NORRIS COTTON, New Hampshire 


EDWARD JARRETT, Chief Clerk 
BERTRAM O. WISSMAN, Assistant Chief Clerk 
Haroup I, BayntToONn, Chief Counsel 
JAMES E. Bailey, Assisiant Chief Counsel 


SUBCOMMITTEE ON AVIATION 


A. 8. MIKE MONRONEY, Oklahoma, Chairman 


GEORGE A. SMATHERS, Florida ANDREW F. SCHOEPPEL, Kansas 
ALAN BIBLE, Nevada FREDERICK G. PAYNE, Maine 


WittuaM L. Koren, Staff Member 
I 





THE 
peposiT=® SY He 


UNITED STATE? © 


CONTENTS 





Statement of: 

Adams, Joseph P., general counsel, Association of Local and Territorial 
Airlines, Suite 242, Wyatt Building, Washington, D. C., June 17 and 
Fuly B, 06 F nn nncncccecteelen steele ees ee 2 and 

Beasley, G. Hamilton, executive vice president and treasurer, West 
Coast Airlines, Boeing Field, Seattle, Wash., June 17, 1957____.-- 

Benz, David A., executive vice president, Trans-Pacific Airlines, Ltd., 
Honolulu, T. H., June 17, WOGT taiwksvawdvctiwans tale sls ened 

Burns, Hon. John A., Delegate from the Territory of Hawaii, House of 
Representatives, Ww ashington, D. C., June 17, 1957_---.--.------ 

Callison, James W., representing Alaska Airlines, Ine., Southern 
Building, Washington, Dr:C0. duly. dh ROG... Leis 

Durfee, Hon. James R.., Chairman, Civil Aeronautics Board, Wash- 
ington, Roe aae accompanied by ‘Irvin Roth, Associate Director, 
Bureau of Air ‘Operations, and Ross L. Newmann, Assistant General 
Oounsel; June: 17/1067 sci 2c: soa eee. 2 ue eee 

Frye, Jack, president, the Frye Corp., Fort Worth, Tex., June 17, 1957_ 

Henry, G. Robert, executive vice president, Bonanza Airlines, Ince., 
Las Vegas, Nev., June 17 and July 3, 1957__.......-.----- 40 and 

Hicks, Gwin, president, Lake Central Airlines, Weir Cook Airport, 
Indianspols;.ind., July 3, 1007 ....25.05 . 2cb cnc ceca aes 

Hill, B. Howell, Jr., '815 15th Street, Washington, D. C., attorney for 
Caribbean-Atlantic Airlines, Ine., July 3, 1957__ ~~~ 

Kahle, Keith, president, Central Airlines, Inc., Post Office Box 4566, 
Stock Yard Stati: yn, Fort Worth, Tex., "June MFo kD To siais adm an 

Mackey, Col. Joseph C., president and chairman of the board, Mackey 
Airlines, Inc., Brow ard County International Airport, Fort Lauder- 
dale, Fla., July sig Mile hg lS BE Sacd cy pena yt elise eg LE) bape Bi. ote 

Myhre, C. A., president, Frontier ‘Airlines, ‘Ine, a Stapleton Airfield, 
Denver 7, COO, SOLY G, 1O0T.. ooo oe ee eee 2 eee 

Robinson, H. W. ws ‘chairman, board of directors, Alaska Airlines, Inc., 
23 North Sixth Avenue, Seattle, Wash., June FF AGG 2k AS: 

Seamon, Theodore, Woodward Building, Washington, D. C., repre- 
senting Northern Consolidated Airlines, Cordova Airlines, Alaska 
Gonetel Aisinss, ' July h, WT oe ROS SESS 

Tipton, 8. G., president, Air Transport Association of America, 
1107 16th Street NW., Washington, D. C., July 3, 1957____--__-- 

Wien, Sigurd, president, Wien Alaska Airlines, Inc., Box 649, —~. 
banks, Alseka Fane 17, ¥O67 2222 2 222 L218 bt Se Re. Pee 

Statements submitted by: 

Chicago Helicopter Service, Los Angeles Airways, and New York 
AUWOy8. se Se Ee ao 

Civil Aeronautics Board, Washington, D. C., July 3, 1957_...------ 

Reeve, Robert C., president, Reeve Aleutian Airways, Inc., Box 559, 
Anehorewe, Almska. July $\: 1067. 250 oi we 8k Le eee ice 

Riley, George D., legislative representative, AFL-CIO, 815 16th 
Street NW., Washington, D. C., July 3, 1957.........---.---... 


Page 


130 
97 
55 
38 

129 


15 
73 


119 
104 
127 


114 
110 
78 


102 
122 

72 
143 
132 
130 
131 








Iv 


CONTENTS 


Letters from: 


Adams, Joseph P., general counsel, Association of Local and Terri- 
torial Airlines, Wyatt Building, Washington, D. C., to Senator 
i ot take ania un de igh run ti bes tats ane 

Belinn, C. M., president, Los Angeles Airways, Inc., Box 45155, 
Airport Station, Los Angeles, Calif., dated June 13, 1957________- 

Benecke, O. F., comanager, Alaska Coastal Airlines, 2 Marine Way, 
Juneau, Alaska, Gateg July 11,°19672-.-.. 32. ..-....--.........- 

Brown, R. A., executive vice president, Flight Engineers International 
Association, AFL-CIO, 100 Indiana Avenue NW., Washington, 
i CE. BU ne ethene naaannancenedloutuL 


Sayen, Clarence N., president, Airline Pilots Association, 55th Street 


and Cicero Avenue, Chicago, IIll., dated June 28, 1957_..__._.___- 


Reports from: 


Department of Commerce, dated June 27, 1957_._........-- b taht i 
General Accounting Office, dated July 8, 1957.._-..-..---------_-- 
Post Office Department, dated July 8, 1957_.____...-..----------- 
Treasury Department, dated July 3, 1957......_.......-..-_------ 


139 
140 
141 


141 
142 


137 
139 
138 
137 








GUARANTEED LOANS FOR PURCHASE OF AIRCRAFT 
AND EQUIPMENT 


MONDAY, JUNE 17, 1957 


Untrep Srates SENATE, 
CoMMITTEE ON INTERSTATE AND Fore1igN COMMERCE, 
SUBCOMMITTEE ON AVIATION, 
Washington, D.C. 

The subcommittee met, at 10 a. m., in room G-16, United States 

Capitol, the Honorable Alan Bible, presiding. 

enator Brste. This is the time regularly set for the hearing on S. 
2229, a bill to provide for Government guaranty of private loans to 
certain air carriers for purchase of aircraft and equipment, and for: 
other purposes. 

Mr. Reporter, we will make a copy of this bill as introduced by the 
chairman of the Aviation Subcommittee, Senator Monroney, a part of 
the record at this point. 

(S. 2229 follows :) 

{S. 2229, 85th Cong., 1st sess.] 


A BILL To provide for government guaranty of private loans to certain air carirers for: 
purchase of aircraft and equipment, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That it is hereby declared to be the policy of 
Congress, in the interests of the commerce of the United States, the postal service, 
and the national defense to promote the development of local, feeder and short- 
haul air transportation, both within the United States and within the Territories 
of Alaska and Hawaii. In furtherance of this policy it is deemed necessary and 
desirable that provision be made to assist certain air carriers engaged in such 
air transportation by providing governmental guaranties of loans to enable them 
to purchase aircraft suitable for such transportation on reasonable terms. 

Sec. 2. As used in this Act— 

(a) “Board” means the Civil Aeronautics Board. 

(b) “Aircraft purchase loan” means any loan, or commitment in connec- 
tion therewith, made for the purchase of a commercial transport aircraft, 
including spare parts normally associated therewith. 

Sec. 3. The Board is hereby authorized to guarantee any lender against 
loss of principal or interest on any aircraft purchase loan made by such lender 
to any air carrier holding a certificate of convenience and necessity (a) desig- 
nated therein to be for local or feeder air service, or (b) providing for oper- 
ations wholly within the Territory of Hawaii, or (c) providing for operations 
wholly within the Territory of Alaska (including service between Alaska and 
adjacent Canadian territory). Such guaranty shall be made in such form, on 
such terms and conditions and pursuant to such regulations, as the Board deems 
necessary and which are not inconsistent with the provisions of this Act. 

Sec. 4. No guaranty shall be made: 

(a) Extending to more than the unpaid interest and 90 per centum of the 
unpaid principal of any loan. 

(b) On any loan or combination of loans for more than 90 per centum of the 
purchase price of the aircraft, including spare parts, to be purchased therewith. 
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(c) On any loan whose terms permit full repayment more than ten years 
after the date thereof. 

(d) Wherein the total face amount of such loan, and of any other loans to 
the same carrier, or corporate predecessor carrier or carriers, guaranteed and 
outstanding under the terms of this Act exceed $5,000,000. 

(e) Unless the Board finds that, without such guaranty, in the amount thereof, 
the air carrier would be unable to obtain necessary funds for the purchase of 
needed aircraft on reasonable terms. 

Sec. 5. The Board shall prescribe, either specifically or by limits, rates of 
interest, guaranty fees and such other reasonable fees or charges as it may 
require in connection with guaranty of aircraft purchase loans. 

Src. 6. (a) To permit it to make use of such expert advice and services as 
it may require in carrying out the provisions of this Act, the Board may use 
available services and facilities of other agencies and instrumentalities of the 
Federal Government with their consent and on a reimbursable basis. 

(b) Departments and agencies of the Federal Government shall exercise 
their powers, duties, and functions in such manner as will assist in carrying out 
the objectives of this Act. 


Sec. 7. (a) Receipts from fees and charges under this Act shall be credited 
to miscellaneous receipts of the Treasury. 

(b) Payments to lenders required as a consequence of any guaranty under 
this Act may be made from funds which are hereby authorized to be appropriated 
to the Board for that purpose. 

({c) Administrative expenses under this Act shall be paid from appropriations 
to the Board for administrative expenses. 

Sec. 8. This Act shall become effective upon enactment, and the authority 
contained in section 3 hereof shall expire five years thereafter. 

Senator Brste. The first witness is the Chairman of the Civil Aero- 
nautics Board, Mr. James Durfee. 

Is he present? If not, our second witness is Mr, Joseph Adams, 
general counsel of the Association of Local and Territorial Airlines, 
suite 242, Wyatt Building, Washington, D. C. 

We are very happy to have you here, Mr. Adams. 

Mr. Durfee is undoubtedly en route, but in the interest of time we 
will proceed with you and then we will hear him just as soon as he 
arrives. 


STATEMENT OF JOSEPH P. ADAMS, GENERAL COUNSEL, ASSOCIA- 
TION OF LOCAL AND TERRITORIAL AIRLINES 


Mr. Apams. Senator Bible and distinguished members of the Avia- 
tion Subcommittee of the Senate Interstate and Foreign Commerce 
Committee, it is a great pleasure on my part to once again enjoy the 
privilege of appearing before your committee on the subject of avia- 
tion, its development and significance in the American economy. 
Particularly am I fortunate in representing the segment of American 
air transportation that is described as local service airlines and Terri- 
torial airlines. 

Specifically, I appear as general counsel for the Association of Local 
and Territorial Airlines (member carriers: Bonanza Air Lines, 
Central Airlines, Frontier Airlines, Lake Central Airlines, Ozark Air 
Lines, Reeve Aleutian Airways, TPA Aloha Airline, West Coast 
Airlines), on whose behalf I urge the passage of S. 2229, a bill to pro- 
vide for Government guaranty of private loans to certain air carriers 
for purchase of aircraft and equipment. It is not enough, in my 
opinion, that a witness before your committee take a position for or 
against a particular piece of legislation, but that the witness should 
develop, logically, the relation of the legislation to the work of this 
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committee and the committee’s responsibilities in serving as the 
trustees of the American passenger in promoting efficient, safe, and 
reasonably priced air transportation. 

In developing this relationship with regard to S. 2229, I place great 
emphasis on the fact that this famalation was proposed by the Civil 
Aeronautics Board—an arm of Congress, an independent agency 
created by Congress in 1938. Permit me at this point to refer to the 
declaration of policy laid down by Congress in the Civil Aeronautics 
Act and more specifically section 2, subparagraph (a), which reads 
as follows: 

DECLARATION OF POLICY 


Seo. 2. [25 Stat. 980, 49 U. S. C. 402] In the exercise and performance of its 
powers and duties under this act, the Authority shall consider the following, 
among other things, as being in the public interest, and in accordance with the 
public convenience and necessity— 

(a) The encouragement and development of an air-transportation system 
properly adapted to the present and future needs of the foreign and domestic 
ron of the United States, cf the postal service, and of the national de- 

ense. 

With this statement as a premise, I reemphasize the fact that the 
Civil Aeronautics Board, in its exercise and performance of its powers 
and duties, has proposed to this Congress the enactment of S. 2229. 

The Board has made this proposal because, as it has stated to you, 
considering the paucity of the earnings of the local service and ‘Ter- 
ritorial carriers in the past 10 years, “the cost of acquiring new modern 
aircraft will be so great as in all probability to render the aircraft 
unavailable to the typical local service and short-haul carrier, on rea- 
sonable terms, without governmental assistance of some kind.” The 
CAB, to whom Congress has entrusted the implementations of its 
policies on civil aviation, requests the passage of S. 2229 as a means 
of helping these local service and territorial airlines acquire new 
equipment. 

Chairman Monroney, in introducing S. 2229, said : 

Loans for new planes are hard to negotiate. The CAB has asked authority 
to guarantee private loans not to exceed $5 million per company for the 13 local 
service airlines serving areas of the United States; for the 6 airlines operating 
within Alaska; and for the 2 within Hawaii. 

On behalf of the Association of Local and Territorial Airlines, I 
respectfully submit to this committee the fact that the modernization 
of the present fleets of the member airlines of this association requires 
enactment of S. 2229. This legislation, as it affects these airlines, is 
not merely “something nice to have,” but is a most urgent and absolute 
necessity if these airlines are to render the public service which is ex- 
pees of them by reason of their certification by the Civil Aeronautics 

oard. 

At this time in my presentation, on behalf of the Association of 
Local and Territorial Airlines, I wish to express their most sincere 
appreciation for the farsighted, aggressive, and efficient presentation 
by Chairman James R. Durfee of the Civil Aeronautics Board of the 
equipment financing problem that faces these small carriers on the 
problem of equipment financing. Further, I should like to call to 
this committee’s attention the fact that the average number of em- 
—— of the 20 affected airlines, of this legislation, is 428 employees. 

hese airlines are, by any concept, properly regarded as “small 
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business.” The Civil Aeronautics Board, as an arm of Congress, has 
and is, through its continued support of the local service and Terri- 
torial airlines, giving day-to-day governmental support to small busi- 
ness. I know of no other badtoperideat agency or commission serving as 
an arm of Congress that has been as diligent in its protection of small 
businesses as the Civil Aeronautics Board. This bespeaks, I am sure, 
the continued policy of this committee and Congress in the develop- 
ment of small business. So much for the genesis of the proposal of 
this legislation of small business. So much for the genesis of the 
proposal of this legislation, which, I believe, is most important in 
your consideration of its passage. 

I should like now to refer to the statement of policy of Congress 
which relates the duties of the CAB to the encouragement and develop- 
ment of an air transportation system properly adapted to the future 
needs of the foreign and domestic commerce of the United States, of 
the postal service, and of the national defense. First, under the phrase 
“foreign and domestic commerce of the United States,” it is imperative 
that these small airlines find it possible to modernize their fleets to 
serve these public interests. 

In the performance of my duties as a member of the Civil Aero- 
nautics Board, it was my privilege to hear a presentation and oral 
argument made to the Board by mayors of cities, presidents of cham- 
bers of commerce and individual business managers on the occasion 
of the renewal of certificates for local service airlines. Congress, in 
its wisdom, granted these local carriers and the intra-Alaskan and 
intra-Hawaiian carriers permanent certificates. Prior to this con- 
gressional action it was routine for the Board to hear possibly 5 to 10 
renewal cases a year. It was during these days of argument that I 
learned at firsthand the significance of this local service transportation 
to the domestic commerce of these United States. 

This distinguished committee, in its broader service in the Senate 
of the United States, is aware of the national policy of plant dispersal 
that followed more particularly the Korean crisis. It is a matter of 
Board record, but Y cage in particular at this time, that literally 
hundreds of heads of business have stood before the members of the 
CAB in local service airline cases and said that their plants could not 
have been located in such and such a city without the airmail, air ex- 

ress, and passenger service that was to be provided by the particu- 
arly named local service airline. 

In considering the importance of aircraft modernization which can 
in most cases be possible only with the passage of S. 2229, I should 
like to indicate for the record that the domestic commerce to be bene- 
fited by this program is not local, but is as broad an interest as the Na- 
tion is wide. ‘Today, these 13 regional short-haul air transportation 
companies provide service to 458 towns and cities, some 261 of which 
are served exclusively by these small-business airlines. 

I repeat, some 261 small American cities located in most every State 
of the United States, receive air service exclusively by these small- 
business airlines. The 458 communities referred to as receiving to- 
day’s airmail, today’s air express, and today’s passenger lift include a 

opulation of 54 million busy Americans, all served by the small- 
vusiness loca] service airlines. 
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Truly, the impact of the proposed legislation, S. 2229, will be signifi- 
cant in encouraging and developing the domestic commerce of the 
United States. 

Considering the emphasis of the policy statement of Congress on the 
encouragement and development of an air transportation system pro- 
perly adapted to the needs of the postal service, I wish to refer toa 
recent speech made by Postmaster General Arthur E. Summerfield, 
before the United States Chamber of Commerce in Washington, D. C., 
on April 29, 1957, in which he said: 

Basically, the Post Office can no longer rely, to the extent that it once could, 
on the railroads of the country for carrying the mails between post offices. Today 
there are only 2,600 mail-carrying trains in contrast to more than 10,000 a quarter 
of a century ago. Today 70 percent of our post offices cannot be reached directly 
by train connections. 

Consequently, the Post Office is increasingly depending upon airlines and trucks 
to speed the delivery of the mails. The volume of mail going by truck has in- 
creased 25 percent in the last 4 years. More than a billion 3-cent letters are being 
airlifted annually on a space available basis under our experimental program. 

‘Today, the small-business local service airlines are not only ex- 
clusively serving 261 small cities with airmail and air express, they are 
taking part in the Postmaster General’s experiment on airlifting 3-cent 
letters m serving these small cities. The aircraft modernization pro- 
gram which will be made possible by passage of S. 2229 is vital to 
the continued service to hundreds of American cities not only of air- 
mail, but mail of all categories as indicated by the aforesaid statement 
of the Postmaster General. 

Truly, the congressional declaration of policy for the encouragement 
and development of an air transportation system properly adapted to 
the needs of the postal service cries out for the immediate passage of 
S. 2229 and the modernization of the aircraft. 

In passing to the third consideration of policy, that of national 
defense, I wish to call once again upon my 6 years of service with 
CAB to indicate the part these small-business local service and Terri- 
torial airlines are playing in national defense. 

Time and again, the Department of Defense has not only sent wit- 
nesses, but has sent representatives, to the oral arguments madc before 
the CAB urging the recertification of these small-business airlines 
which serve peacetime cantonments, military training centers, military 
supply centers throughout the width and breadth of the Nation. 

Once again, I call upon the distinguished members of the committee 
to take judicial notice, so to speak, of the dispersal program of military 
installations which followed the Korean conflict. In the event of 
mobilization or any upsurge in defense requirements, a modernization 
of personnel carrying aircraft to be used by these small-business local 
service and Territorial airlines would beneficially affect the very heart- 
beat of the defense tempo throughout the land. 

Truly, the policy of Congress, in stating that our air transportation 
system and its development shall further the national defense, is being 
specifically and energetically carried out by today’s operation of these 
small-business local service and Territorial airlines. Their continued 
operation, however, requires modernization of their aircraft, which can 
only be accomplished in most instances through the passage of S. 2229. 

So far I have indicated that the proponents of this legislation are 
in a most fortunate position in that they can place the fullest reliance 
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in the present policy statements of this Congress which empower and 
direct the Civil Aeronautics Board to sponsor just such needed legis- 
lation as we are discussing today. 

In the brief supporting statement transmitted to the Senate with 
the proposed legislation, the CAB comments on the current subsidy 
of approximately $30 million per year required by the local service 
and Territorial carriers affected by the legislation. It states that the 
most careful consideration should be given to any development which 
ee have the effect of reducing that obligation, and I quote directly 
as follows: 


A serious deterrent to improvement in the financial position of the local serv- 
ice carriers and the carriers operating wholly within the Territories of Alaska 
and Hawaii has been the relatively high cost of operating types of aircraft which 
have been avuilable for the short-haul type of service for which these carriers 
are certificated. 

In leaving the subject of policy and opinion and taking up now the 
matter of dollars and cents, I desire to place in the record and make 
a part of this statement excerpts of a study prepared for the Confer- 
ence of Locz] Airlines by Gotch & Crawford (see appendix A), air- 
line consultants. The factual] dollars and cents exposition made in the 
excerpted remarks is, in my opinion, particularly valuable to this com- 
mittee because, so far as I know, it has the unanimous support of all 
13 local service carriers and the Territorial carriers using DC—3 
equipment. 

I won’t go into all of the details of the study, but I know you will 
be interested in the conclusions which it reached. 

First, the study shows that it is absolutely impossible for local 
service carriers to get off subsidy as long as the DC-3 is the backbone 
of their equipment fleet. The DC-3 has costs of 107 cents per mile, 
yet the local service carriers have only been able to generate 59 cents 
worth of revenue to cover these costs. In order just to break even, 
they would have to realize a 78 percent load factor. 

I am sure that every committee member realizes that this is an ab- 
solute impossibility as a practical matter. In order to operate at a 78 
percent load factor over their systems, these carriers would have to 
achieve a 100 percent load factor over many segments to offset costs 
on other segments. Even the trunklines serving the richest markets 
in the country are realizing a load factor of only about 65 percent. 

Second, the study shows that the local service carriers have done a 
remarkable job in keeping DC-3 operating costs low. Despite the 
fact that they operate with an average flight of only 76 miles, their 
costs are lower than those of the trunklines which still use DC-3’s and 
use them on longer flights; and if we go back to 1942 and look at the 
DC-38 operating costs of the trunklines and adjust them for increased 
costs since that time, we again find that local service DC-3 costs are 
substantially lower than the trunklines were able to obtain. 

Third, the study shows that since the DC-3 requires a 78 percent load 
factor just to break even and since the carriers are operating at very 
low costs today— 


one of the most important opportunities for reduction of public subsidy to local 
service carriers lies in a program aimed at replacing the DC-3. 


They conclude— 


The alternative is permanent continuation of public cost just to cover break- 
even needs of local carriers. * * * A positive and constructive program for the 
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reduction of this public expense is a matter of prime importance both to the 
CAB and to the local service industry, and the public has a large stake in the 
outcome of the matter. 

I agree with these conclusions and I feel sure you share the desire 
and feel the urgency in making it possible for the local service and 
Territorial airlines to procure more economical equipment. 

In this statement, to this point, I have developed why, in my opinion, 
S. 2229 is a rational outgrowth of the demands of the policy statement 
as expressed by Congress in the Civil Aeronautics Act. Next I have 
developed by means of the Gotch & Crawford study the conclusive 
proof of “Why the DC-3 must be replaced.” 

Now, I should like to pass to the current economic conditions in the 
financial markets and the position in which the members of the Asso- 
ciation of Local and Territorial Airlines find themselves. The position 
briefly stated is that these carriers are in a financial condition ranging 
between poor and desperate, and that, although subsidized, the earn- 
ings record for the past 10 years has failed to develop bank credit 
which will permit the purchase of modern aircraft without the assist- 
ance of the Government as proposed in S. 2229, 

This distinguished committee, and your predecessors, solved the 
ap wa of the equipment for the merchant marine to a large extent 

the passage of the Merchant Marine Modernizing Act of 1936. 
his act was later amended, in 1954 and in 1956, and the amendments 
are important only in that in both cases they both increased the per- 
centage of the loan to be guaranteed, and they raised the ceiling from 
$200 million to $1 billion. At the time I prepared this statement I 
hadn’t pursued the legal briefing far enough to find that in 1956, by a 
later amendment, they took out the words “90 per centum” and merely 
said “the unpaid balance of the amount,” which means that it can be 
a hundred percent loan. 

This legislation has resulted to date in 11 contracts presently in 
full force for approximately $75 million in construction. Gentle- 
men, the significant point is that to date the Government has not been 
called upon to make good, or to make any payment on behalf of these 
mortgages for construction. This is not a money bill. 

Separate and apart from the provision of Government assistance 
in equipment modernization as evidenced by the Federal Ship Mort- 
gage Insurance Act of 1936, I would like to indicate to the committee 
another program of equipment financing being carried on by the 
United States Export-Import Bank of Washington, D. C. 

I should like to quote from a brief and abstract in the matter of 
the capital gains proceeding, docket No. 7902, of the Civil Aeronautics 
Board, as follows: 


* * * press release by the Export-Import Bank of Washington for the morn- 
ing papers of September 19, 1956, which indicates that financial assistance for 
the purchase of aircraft from a United States manufacturer by Varig, a Bra- 
zilian airline, was assured today by the announcement of a $3,950,000 loan by 
the Export-Import Bank of Washington. 

This will assist Varig in the purchase of two Constellations with spare parts 
from Lockheed Aircraft Corp. This is the second credit by the bank to Varig. 
The bank’s loan amounts to somewhat more than 50 percent of the total cost of 
the purchase. The seller, Lockheed, will participate to the extent of 25 percent 
of the financed portion and the buyer, Varig, will make a downpayment of 25 
percent. 

This exhibit also includes a press release for the morning papers of November 
21, 1956, indicating a loan of $6.9 million by the Export-Import Bank to Panair 
do Brasil, S. A., for the purchase of DC-7C aircraft in the United States. 
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Another press release in this exhibit for the December 11, 1956, afternoon 
‘papers indicates that the Export-Import Bank has entered into a credit facili- 
tating a $29 million sale of commercial jet aircraft to Japan Air Lines Co., Ltd., 
of Tokyo. 

The bank agreed to purchase Japan Air Lines notes of $16.5 million from 
Douglas following the usual procedure in exporter credit transactions. The 
Board of Directors announced an additional credit of $7.7 million to assist 
Douglas in the sale of four DC-7 aircraft to Japan Air Lines. 

Overall cost of the DC-—7C order is approximately $13.5 million. This press 
release indicates that the Export-Import Bank has authorized more than $114 
million in credits since 1945 to assist in the financing of civilian transport air- 
eraft made in the United States for sale to overseas purchasers in 11 countries. 

(Brief and abstract, vol. 11, of counsel, Turney & Turney, 2001 
Massachusetts Avenue NW., Washington, D. C., pp. 346 and 347, 
Capital Gains Proceeding, docket No. 7902, before the Civil Aero- 
nautics Board.) ; : 

Witnesses appearing before the examiner in this proceeding stated 
that they did not know of any reason why such credit should be offered 
to a foreign airline and not to a domestic airline. They only stated 
what has happened as borne out in the above press release and that 
they did not know of any case where such credit has been extended to 
a domestic airline. 

Once again, then, I respectfully state to this committee that other 
than the hope of fulfillment for assistance held out in S. 2229, the 
local and Territorial airlines, which I represent, find themselves in an 
impossible situation with reference to reequipping and modernizing 
their aircraft fleet. 

For more than 6 years past, by reason of my Government service, I 
have been insulated from any daily personal contact with banking and 
the condition of the credit market. Believing that the committee 
would be best served by following the general policy of the best evi- 
dence, I am pleased to recommend to Ye the representatives of several 
of the local service and Territorial airlines who are present here 
today to testify in support of S. 2229. 

It is my belief and I so state that these individuals, through detailed 
accounting of the trials and tribulations that they have suffered in to- 
day’s monev market in negotiating loans for the purchase of new air- 
craft, will lend not only credence, but a sense of urgency, to the 
passage of S. 2229. 

(Appendix A to above statement is as follows:) 


REPORT ON THE HARNINGS EXPERIENCE 07 THE LOCAL SERVICE AIRLINES 
Prepared for the conference of local airlines by Gotch & Crawford 
TABLE XXVI.—Why the DO-8 must be replaced 





Cents 
Total operating expenses per revenue plane-mile__...___._____________ 107. 12 
Total commercial revenues per revenue plane-mile : 
Passenger revenues: 

Average load 9.09 passengers (41.84 percent load factor). 

Average yield 6.13 cents per revenue passenger-mile. 

Resulting average passenger revenues per mile_..__________-__ 55. 72 

Other commercial revenue per mile._.....-----------_---_-_- 8.31 


a 7 Ss as gp esipsterennes beieesanenenanenenaieiacansh 59. 03 
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Expenses per mile not covered by commercial revenues_......-._-.-___ 48. 09 
Additional passenger traffic which would be necessary to cover all ex- 
penses: 
Additional passengers per mile, 7.85 passengers. 
Average yield 6.13 cents per revenue passenger-mile. 
Additional passenger revenue per mile___.----.----.--_-____- 48. 09 
Passenger load factor which would result if the foregoing additional 
passengers were carried: 


Average number of seats available per revenue-mile_________-____ 21. T2 
See. 

SOTIOTE BCCUGNG COPUIOU a sccscsin Lint ici cccisnnsestiinniviasesinmealsccantalacdaial 9. 08 
AESitionas passengers tO DORK: CVC in ain iencssccemeiecnnmnciel 7. 85 
[Oth (he SS SS eee 16. 94 
Passenger load factor necessary to break even (percent) _._-__-_-__-- 78 


Source : CAB—Comparative Selected Data for Local Service Carriers—Twelve Months 
Ended June 30, 1955. 


Note.—All operational data employed in the above table are the consolidated experience 
of 10 exclusive DC-3 operators. 


CHART XK 
WHY THE DC-3 MUST BE REPLACED 


(Data in Cents Per Mile) 


Altitude 
107.12¢ 









Attainable 
Revenue Ceiling 86¢ ——— 
Present Revenue \ ae 
Altitude 594 formic, ? 





Breakeven 
Mountains 


SOURCE: TABLF XXVI 
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Table XXVI demonstrates that local service operations with the 
DC-3 developed a breakeven need of over 48 cents for every plane-mile. 
This raises the question whether these expenses involve operations 
which are economically and efficiently conducted. Comparison of 
direct cash costs for DC-3 operation by trunklines and by this group 
of local carriers is as follows: ; 


| 10 local car- | 10 trunk- 
| riers using | lines using 

DC-3’s ex-| DC-3’s? 
| clusively ! 





£ Cents Cents 
Flying operations expense per mile-.-____- ssaacaih ’ ; sesh ated 34. 16 35. 60 
Direct maintenance expense per mile _ - b a2 c5 11. 97 | 11. 33 





Total....._- Dp Gy at 97h “il by ote Ah | 46.13 | 46. 93 


1 CAB—Comparative Selected Data for Local Service Air Carriers, June 30, 1955 (12 months). 
2 CAB—Form 41 reports—12 months ended September 30, 1955. 


Considering the basic fact that these local service operations have an 
average hop of only 76.48 miles, as compared to a substantially longer 
average for trunklines, the local service costs represents a good level 
of economy and efliciency. 

In 1942 the trunklines operated virtually an all-DC-3 fleet with 
very high utilization of aircraft and with an excellent level of utiliza- 
tion of plant and personnel, at the following costs per mile: 





| 1955 1955 as a 
1942 (above) percent 
| of 1942 
——_——_—- + - ee | —|—- ars — 
Cents Cents 
ape open SO os Face be ici ti sk. 5k. 5u. | 18. 89 | 35. 60 | 18S 
pees CI eo he en en ci careeeccecnece | 7. 48 | 11. 33 | 15) 
Direct cash costs sonnvnnvenntanntenneeeevenseesseeeesanessneeee=a=-| 26.37} 46.93 | 178 
er I ho non Sec wedewcacnccnncce | 46. 50 |-... ~---|---- ‘ 
em ok ehh el eke Lodhi dpwecnstinere- wnase : | 72. 87 


| 


If it is assumed that the above cost-increase factor of 178 percent 
applies equally to total expense, the indicated total cost for an all- 
DC-3 trunkline operation would be increased from 72.87 cents in 1942 
to 129.71 cents in 1955. This is to be compared with the total expense 
of 107.12 cents for 10 all-DC-3 local service carriers (table X XVI). 

Table X XVI also shows that it would be necessary for local service 
DC-3 operators to attain a passenger load factor of 78 percent to cover 
all expenses. This is an absolute impossibility as a practical matter. 
In order for local service carriers to operate at 78 percent load factor, 
they would have to achieve a 100 percent load factor over many seg- 
ments so as to offset low traffic on other segments. Operating at 100 
percent load factor on good segments would involve standby passen- 
gers so as to “top-off” loads, and turning away traffic unsatisfied. 

The impossibility of a 78 percent load factor may be seen by the fact 
that the trunk industry has exceeded 70 percent load factor in only 
2 peak months during the past 6 years—June of 1951 and June 1952. 
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Annual revenue passenger load factors during postwar years for both 
classes of carriers are: 


Year Trunk Local Year Trunk Local 








carriers service carriers service 
Percent Percent Percent Percent 
Beets Bilis. JAI 65. 73 We. OO Hh Sees s si dud Adee d&ls 67. 08 37.46 
SO ncnnintttn tesickimmd 58. 34 97.36 Ab By art nancy cure Ub ope 64. 65 38. 56 
Le pap te lta a ee 59. 10 Se Oe Oe I on poh ent dace Coase 63. 31 42.20 
Te blo asi 62.70 Se. OF iF 2008s + Ho Sct Ler 64. 06 45.06 
Me iaiite das Rec tailed Ahmar enie 69. 59 37.39 


Source: AT A—Airline Facts and Figures. 
> 


The above trunkline load factors involve both coach and first-class 
service over the best routes in the country with the most attractive 
equipment obtainable during a period of favorable traffic conditions. 
Evidently, it is quite unrealistic to think in terms of 78 percent load 
factor for DC-3 operations over local service routes. 

In addition, the above discussion is of local service industry results, 
and it would be necessary for local carriers with strong routes to run 
at 90 percent load factor to offset those with lower load factors, if the 
industry were to average 78 percent. 

yi th test of the question of local service cost levels may be made 
by drawing a relationship with the Wholesale Price Index of the 
Bureau of Labor Statistics which increased as follows: 








Year Wholesale | Increase 


price index | (percent) 
i ilatks ceehid bin diem ndbndbadadidudséet dtbiribinkdletin ab bheaiiddsiaiaeel tp See eee | 
6d Abid dln dhdncadenwancediaciuan knguation hakthdasiidhwadrababageiedecaadtuade 110.3 172 


Assuming that the 1942 unit cost of the trunklines with an all- 
DC-3 operation had increased in this degree, the current cost level 
would be about $1.25 per mile as compared to only $1.07 for local serv- 
ice carriers using all-DC-—3 fleets. 

Thus the constructed trunkline cost for an all-DC-—3 operation ranges 
between $1.25 and $1.30 per revenue-mile which is substantially higher 
than the comparable experienced cost for local service carriers of $1.07 
per DC-3 revenue-mile flown. It is concluded that expense levels of 
local service carriers pass the test of economy and efficiency. Cer- 
tainly there is no important opportunity for reducing the public 
subsidy through new economies of operation. 

In the experience of local service carriers, a 50 percent load factor 
is about the highest that has been attained under all-DC-3 operations: 














Year All-DC-3 operator | Load factor Year All-DC-3 operator | Load factor 
Percent Percent 
eb 3c tetas Piedmont_-___...-- | 50. 23 || 1952..............} Southwest... ..... 54. 
|, Mees pC, ee } 50. 47 || 1953_.............] Mohawk. ....... 50. 68 


SO «ina nakmne Southwest __ Sas 50. 41 |} 





In view of the foregoing discussion of cost and load factor con- 
siderations, it appears that one of the most important opportunities 
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for reduction of public subsidy to local service carriers lies in a pro- 
gram aimed at replacing the DCs. 

The alternative is permanent continuation of public cost just to 
cover breakeven needs of local carriers. At the rate of 48 cents per 
DC-3 mile flown, this public cost presently amounts to more then £18 
million per year. 

A positive and constructive program for the reduction of this public 
expense is a matter of prime importance both to the Civil Aeronautics 
Board and to the local service industry, and the public has a large stake 
in the outcome of the matter. 

Earlier discussion, however, has demonstrated the financial in- 
capacity of the industry to go forward with the’necessary reequipment 
program in view of its current financial condition and historic 
earnings. 

The remedy for the local service problem is a level of earnings which 
will put them in a position to arrange for the financing of more effi- 
cient fleets. The essential policy problem posed to the Board is the 
choice between an affirmative and constructive developmental pro- 
gram or continuation of the status quo. 

In conclusion, I again express my sincere appreciation for the op- 
portunity you have given me to present this statement. 

Senator Bratz. Thank you very much, Mr. Adams. 

There are a number of questions that occur to the Chair. The last 
paragraphs may very well place the burden upon other witnesses 
rather than upon yourself. It was my recollection that the passage of 
the permanent certification bill was premised on the fact that the 
feeder lines could never get off of subsidy as long as they maintained 
and had, perforce, to operate with DC-3’s. And that the very reason 
for the enactment of the permanent certification bill was so they could 
get off of DC-3’s. 

Are you in a position to speak as to what has happened since 1955 
in that regard ? 

Mr. Apams. Yes, Senator. It is my understanding, and from my 
experience with the Board, that Congress, in passing the permanent 
certification legislation, made it possible for these small carriers to 
take the first step, and that was to plan to modernize their fleets. 

Without permanent legislation they couldn’t even sit down and con- 
sider new planes, new planes that take 2 and 3 years for delivery time. 
But you did grant them the permanent certification. Having that, 
they have proceeded to purchase new equipment. And today, Senator, 
you are going to hear president after president of these companies tell 
you the wall they have come up against in financing. 

But your step was the basis. If Congress hadn’t given these people 
permanent certification they wouldn’t be planning to reequip. 

Senator Breter. I recognize that, Mr. Adams. Of course we were 
certain for permanent certification and thought it was a step in the 
right direction. But the basic reason for granting permanent certifi- 
cation was so that you could secure better financing. My understand- 
ing is that that has not worked out as well as you had anticipated. 
Would that be a correct statement ? 

Mr. Apams. The correct statement, I think is this: That the earnings 
record of these 13 companies, regardless of what may have been 
indicated 2 years ago, is not such that it will meet banking standards 
for loans in today’s money market. 
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I do not wish for one minute to impose upon this committee my 
banking expressions, because I am not qualified in that field, other 
than to say that their present earnings record does not meet the 
tested standards of any banking institution for loans of this type 
for the length of time that they are needed, and that is why these 
people are here requesting this legislation. But they will testify to 
you, Senator. Some of them are prepared to read letters into the record 
from named banks, and they can indicate to you their actual negoti- 
ations in specific instances, the breakdown of those negotiations, and 
bring you right up to date on the problem. 

Senator Braue. This bill, as I understand it, covers 20 carriers? 

Mr. Apams. Twenty or twenty-one. It is 13, and 6, and 2. 

Senator Bratz. That would be 21. Are you in a position to testify as 
to the amount of equipment that these carriers have at the present 
time in the way of DC-3’s? 

Mr. Apams. Yes, sir. There are approximately 188 DC-3’s in use 
by the local service and Territorial industry at the present time. 

Senator Brste. What is the approximate market value of a DC-3 at 
the present time ? 

Mr. Apams. It is in excess of $100,000 at the present time. 

Senator Brstz. These 20 carriers hope to buy what type of aircraft 
in replacement of the DC-—3 ¢ 

Mr. Apams. They are presently able to indicate to you orders for 
only one type, a plane made by Fairchild. I believe one of the Terri- 
torial carriers has a letter of intent to purchase a Frye aircraft, which 
is called the Safari. I believe their statements will indicate to you 
what the potential cost of operation of these new aircraft are and what 
the potential reduction in subsidy can be expected. But at the present 
time those are the two companies that are offering aircraft for this 
service. 

Senator Brste. The Fairchild is the F-27? 

Mr. Apams, Yes, sir. 

Senator Brie. What was the second type? 

Mr. Apams. The Frye aircraft. 

Senator Brae. That is Jack Frye’s concern ? 

Mr. Apams. Yes, sir. I would like to say, however, that this legis- 
lation as presently submitted covers a 5-year period. It permits a 
company to place an order and be eligible for this within 5 years. 
It is entirely possible, with the passage of this legislation, that some 
of the smaller airframe companies may wish to build an airplane for 
this purpose. But without the means of financing as presently exists 
there has been a scareity of companies that have come forward to 
take the gamble. 

Senator Brnte. Do you know how many F-27’s or the Frye airplane 
are under order by the 21 feeder and territorial lines that you men- 
tioned ? 

Mr. Apams. No; I don’t know exactly. I would think that Fair- 
child has probably 50 to 75 under order. 

Senator Breie. And that ship sells in the neighborhood of approxi- 
mately $550,000? 

Mr. Apams. That is correct; yes, sir. 

Senator Brace. Do you know what the Frye ship sells for? 

Mr. Apams. No, sir. 


94451—57——2 
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Senator Brace. Do you have any idea how many will be required ? 
Did I understand you to say there are about 50 under order at the 
present time ? 

Mr. Apams. Yes, sir. 

Senator Brste. Would you have any idea of how many are required ? 

Mr. Apams. We can document that. 

Senator Biste. Maybe it is a question that should more properly be 
asked of somebody else. I know your concluding paragraph indicated 
that there are those who have the actual banking difficulties, who 
have been involved in financing problems, that might testify on that 
olnt. 

' Mr. Apams. Yes, sir. 

Senator Brete, Senator Schoeppel ? 

Senator Scnorrret. Mr. Adams, pursuing the matter that the chair- 
man has opened regarding permanent certification of a number of these 
companies—as I recall the testimony it was to the effect that they were 
having difficulty obtaining credit because of the fact that the lending 
institutions did not know that their certificates would be renewed at 
the expiration of the temporary periods. I think almost to an indivi- 
dual they testified before this committee—my memory may not be 
accurate without reviewing it—many of them thought that if they 
were able to get permanent certification they would be able to work 
out bankable loans and would get out of their difficulties. I know 
that is somewhat at variance with what you have just testified to here, 
saying that now it permitted them for the first time to plan. 

Going to this matter of the guaranties that are in this bill, first I 
note that on page 2 there are no guaranties to be made under A, B, C, 
D, and E, namely. It extends no more than unpaid interest and 90 
percent of the unpaid principal on any loan. You made some reference 
a moment ago in your testimony as to what happened in the Mari- 
time matter of 100 percent. Do you feel that we should go as high as 
90 percent of the unpaid principal on a loan? 

I personally have a feeling that we should not go to 100 percent. 
Is 100 percent contemplated later on? 

Mr. Apvams. No, sir. I don’t know what is contemplated, but I can 
speak to the matter of the Merchant Marine Act. It was my under- 
standing in conversation with people in government that while it was 
at 75 percent, the guaranty was not of sufficient assistance to produce 
any contracts. That is why, in 1954, this committee and Congress 
increased it to 90 percent. Since that time there have been these con- 
tracts initiated. As far as the 90 percent, the people for whom I am 
appearing are in support of the bill as it has been presented by the 
CAB, and I think the CAB will be in a position to explain their ra- 
tionale as to the amount. It is their legislation, Senator. I think it 
is excellent in its present form. 

Senator Scnoepret. In other words, you do not anticipate but what 
the 90 percent feature of this bill would be entirely satisfactory ? 

Mr. Apvams. That is my statement; yes, sir. 

Senator Scuorrret. Then I understand that this guaranty will not 
go beyond, on any loan whose terms permit full repayment within 10 
years after the date thereof ? 

Is that satisfactory to you folks? Do you think that that period 
should be shortened ? 
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Mr. Apams. No, sir. I think its merit is in the fact that it is 10 
years. I believe that that will be satisfactory. 

Senator Scuorrren. Of course I am fully aware that any banking 
institution would be happy to have the Government guarantee 100 
percent on all these matters, because that takes out any risk on their 
part. When it goes in default they can say: “Uncle Sam, you have 
to pay it.” So we have the financial requirements and obligations and 
responsibilities of the Federal Government on some of these things, 
However, I note that this bill has a limitation as to the amount. 

Mr. Apams. Yes, sir. 

Senator Scnuorrrer. That in a sense is in a modest amount there, 
as I view it, unless there is some tendency to want to enlarge that. 

That is all that I have at this time. 

Senator Bintz. Mr. Baynton? 

Mr. Baynton. Mr. Chairman, for the record, on the Ship’s Mort- 
gage Insurance Act, that 100 percent is 100 percent of 75 percent. It 
was originally 90 percent of the additional 75 percent of the mortgage 
required, because the people building the ship would put up 25 percent. 
The Goverment guaranteed the balance of the loan. §5 your 100 
percent is actually 75 percent of the total mortgage. 

Senator Bratz. Thank you very much, Mr. Adams, for your help 
and presentation. 

The next witness is Mr. James Durfee, Chairman, Civil Aeronautics 
Board. 

Feel free to bring any of your people with you. 


STATEMENT OF JAMES R. DURFEE, CHAIRMAN OF THE CIVIL 
AERONAUTICS BOARD, ACCOMPANIED BY IRVING ROTH, ASSO- 
CIATE DIRECTOR, BUREAU OF AIR OPERATIONS, AND ROSS I. 
NEWMANN, ASSISTANT GENERAL COUNSEL 


Mr. Durrer. Mr. Chairman, and members of the committee. May I 
first tender my apology for my late arrival which I assure you was 
inadvertent as far as I am concerned. 

Senator Brsxte. I am told the staff indicated a different hour, so 
you are certainly excused. Please proceed. 

Mr. Durr. I might say that my late arrival to me personally has 
had one advantage, and that is that. it has resulted in my being pre- 
ceded by my distinguished former associate, Mr. Adams. 

So I am just as well satisfied to be No. 2 on the list. 

My name is James R. Durfee and I am Chairmman of the Civil 
Aeronautics Board. 

The Board appreciates the opportunity of meeting with the com- 
mittee and expressing its views on S. 2229, a bill which provides for 
Government guarantee of loans to certain air carriers to assist them 
in purchasing new equipment. I would also like to express our thanks 
to Senator Monroney for introducing this bill which carries forward 
a proposal which the Board recently submitted to the Congress. Of 
course, the Board supports and recommends the enactment of this 
legislation which it has sponsored. 

The problem which faces the Board and the Government is this: 
The operations of the local service carriers and the intra-Alaskan 
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carriers are costing the Government approximately $30 million a year 
in subsidy. 


There is attached to my statement an appendix which breaks that 
down into various subsidized carriers. 

On the basis of the existing situation of these air carriers with re- 
spect to route structure, volume of service, fares, costs, and equip- 
ment and other factors, the Board does not envisage any improve- 
ment in the subsidy requirements of these carriers in the foreseeable 
future. On the contrary, it is the opinion of the Board that unless 
something is done the subsidy requirements will continue to mount for 
an indefinite period of time. So the Board feels that any proposal 
which holds out reasonable hope,of reducing the Government’s obli- 
wegen should be given the most serious consideration. The Board 

as given careful study to the various problems besetting these air 
carriers, and it is the Board’s judgment that the proposal for Gov- 
ernment guaranty of loans to purchase new equipment holds great 
promise for enabling these carriers to improve their financial position, 

But I can say with assurance that there is a serious obstacle to 
improvement in the financial position of these carriers in the rela- 
tively high cost of operating the types of aircraft which have been 
available for the local, short-haul operations for which these carriers 
are certificated. 

That is a tangible deficiency and it has been common knowledge 
for quite some years that it find put these carriers under a heavy 
handicap. If the trunkline carriers were still operating today with 
DC-3 aircraft at present fare levels, they too would require subsidy. 

New aircraft are now being developed which the industry and oth- 
ers in a position to judge, believe will be much more economical and 
efficient, and generally much better adapted to the needs of the local 
service carriers. 

However, the cost of ae such new aircraft will be so great as 
in all probability to render the aircraft unavailable to the typical 
local service and short-haul carrier, on reasonable terms, without gov- 
ernmental assistance of some kind. The assistance which the Govern- 
ment furnishes to the carriers by way of subsidy cannot be used to meet 
this problem because in its administration of the Civil Aeronautics 
Act the Board takes the position—and as I understand it, has always 
taken the position—that the subsidy payments made to the carriers 
under the act can be used only to assist in meeting the operating needs 
of the airline as distinguished from the purchase of equipment and 
other capital assets. ’ 

Senator Scnorrret. Mr. Chairman, I have a question. Chairman 
Durfee, don’t you think that is a very excellent provision in the re- 
quirements, namely that they should not be permitted to use the subsidy 
payments for the equipment and going beyond the present field that 
it has been limited to? 

Mr. Durrer. I certainly do, Senator Schoeppel, and I believe that 
that is a construction which the Board placed on section 406 of the 
act relative to determining the needs of the carrier. I believe it was 
a construction which the Board placed upon the act in 1942, which 
has been consistently adhered to by the Board ever since. We can 
say it has stood the test of time. I don’t think anyone has seriously 
challenged the advisability of that construction. 
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Senator Scnorrren. I would like to ask you another question, as- 
suming this bill goes through, the guaranty. Would it not be logical 
to os that, say, the interest differential or the cost of a loan with 
the Government guaranty of 90 percent, should put these loans gener- 
ally in a classification at lower interest ratios? Do you have any judg- 
ment factor to express on that? 

Mr. Durres. Senator, in my opinion it should. Whether it actually 
will, I assume, is a question that rests basically within the judgment 
of the investment business of this country. I am not an investment 
banker. It would seem to me that it should. I think that is one of 
the considerations that the Board has had in mind. My answer would 
be yes, I think it should. 

enator ScHorrrei. Generally speaking, if there is a risk loan, if a 
financial institution wants to make that loan without a guaranty, the 
will get all the security they can obviously. But the greater the ris 
that they are going to assume, as a hedge against that hazard they 
would bet a higher interest ration, generally speaking. 

Mr. Durrer. That has generally been my observation. I can sa 
that is based on 5 years with a State regulatory commission. I thin 
the nature of the risk to a very substantial degree determines the re- 
quired rate of return on the investment by the investor. 

Senator Scnorrret. And theoretically at least, with a guaranty of 
‘90 percent in here, it ought to be reflected on a ration downward of some 
of these loans. Of course, we can’t tell these bankers how to loan 
money. But it would seem to me that that would be a fair conclusion. 

Mr. Durrer. I think so. 

Senator Scnorprer. So that would be a benefit that would inure to 
these companies who were furnishing means of transportation that 
heretofore has been cut off by reason of the curtailment of the rail 
and other type of traffic. 

Mr. Durrer. Yes, sir; I think it is within reason to expect that. 

Senator Brstzr. You may proceed Mr. Durfee. 

Mr. Durrer. Therefore, it is the Board’s suggestion that legislation 
be enacted which will permit the Government, under appropriate 
conditions, to assist these air carriers in acquiring new equipment by 
guaranteeing private loans negotiated by the carriers for the purchase 
of such aircraft. 

Legislation to authorize such a guaranty is embodied in the bill 
S. 2229. This bill would provide for the guaranty by the Federal 
Government of private loans negotiated by certain air carriers for 
the purchase of aircraft suitable for local, feeder, and short-haul air 
transportation both within the United States and within the Terri- 
tories of Alaska and Hawaii. 

The Government’s guaranty would protect any lender against loss 
of principal or interest on any aircraft purchase loan made by the 
lender to the qualifying air carrier holding a certificate of public 
convenience and necessity as described by the bill. 

The guaranty would not be made unless the Board found that the 
air carrier could not otherwise successfully negotiate the financing of 
suitable transport aircraft on reasonable terms. 

The 13 local service air carriers provide scheduled air service in 44 
of the 48 States. Six air carriers provide scheduled air service wholly 
within Alaska, and 2 in Hawaii. 
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The local service carriers, which previously held temporary au- 
thorizations, received permanent certification in 1955 pursuant to the 
provisions of Public Law 38 enacted in May 1955. The unique func- 
tion of the local service carriers is to provide local air service between 
relatively small communities, and feeder and commuter service from 
the small intermediate points to nearby metropolitan cities, where 
connections may be made with long-haul trunkline flights. 

The Alaskan and Hawaiian air carriers received permanent certi- 
fication in 1956 pursuant to the provisions of Public Law 741, enacted 
in July 1956. These carriers provide virtually the only transportation 
available within these Territories. 

All of the local service carriers operate DC-3 aircraft although 3 
of the carriers have supplemented their fleets with other 2-engine air- 
craft, the Martin 202 a the Convair 240. 

As of December 31, 1956, the local carriers operated 188 DC-3’s. 
In addition, approximately 13 DC-3 aircraft were operated by the 6 
Alaskan carriers, and 15 DC-3 aircraft by the 2 Hawaiian carriers. 

Senator Bretx. Do you have any information as to the approximate 
value of the DC-—3’s on the open market now? I realize there is a vari 
ance because of condition. Would you say $100,000 to $130,000 or 
$140,000? 

Mr. Durrer. I believe that in general, from the advice that I have 
had on recent sales, that $125,000 today is a good sales price. There 
have been sales for less than $100,000, depending on the condition of 
the aircraft. 

Senator Brnrx. I recognize that. $125,000 is a fair average sale at 
this price for a DC-3 on the open market today ¢ 

Mr. Durrer. That would be the situation over the past year. But 

erhaps today we could say $125,000 would not only be a fair price, 
it would be a very good price on the basis of recent sales that have been 
made within the last 2 or 3 months. 

Senator Brete. You are inclined to think the value would be less 
than $125,000? 

Mr. Durrer. Yes, sir: over the past year. 

Senator Scnorpret. Mr. Chairman, I would like to ask Chairman 
Durfee a question. I have not read all of your statement, but I thought 
it would be an appropriate time, if you do not cover it later in your 
statement, to cover this point now: namely, you say: It is the Board’s 
suggestion that legislation be enacted which will permit the Govern- 
ment, under appropriate conditions, to assist these air carriers in 
acquiring new equipment by guaranteeing private loans negotiated by 
the carriers for the purchase of such aircraft. Do you cover the con- 
ditions under which you would suggest the admission of this ? 

Mr. Durrer. Yes, sir. That is in my statement. 

Senator Scuorpret. Thank you very much. 

Mr. Durrer. The growth in traffic carried and services offered by 
the local service air carriers has been steady over the past 5 years and 
greatly accelerated during the past 2 years. Appendix 2 will demon- 
strate the growth, particularly during the past 2 years. 

Among the several groups of United States certificated carriers, the 
local service airlines, as a group, showed the greatest percentage 
growth—25.8 percent—in revenue passenger-miles carried, from fiscal 
year 1955 to fiscal 1956. Domestic trunkline carriers, as a group, 
showed a comparative increase of 14.9 percent over the same period. 
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The present participation by local service carriers in the total market 
has also increased, although in comparison with the trunkline market 
the local service volume is, of course, small. 

The local carriers operate in short-haul markets and their continued 
development of potential traffic will depend on the premium quality 
of their service in comparison with other transportation available— 
speed, passenger comfort, and attractiveness to the public. It is the 
consensus of the local carriers—may I say that we have had several 
conferences with the local carriers on this subject—that, in the special- 
ized short-to-medium range transport needed for their operations, 
36- to 40-passenger capacity is needed, and space for 2,000 pounds 
of cargo accessible to the cabin should be available. 

Certain loading configuration different from 2-engine aircraft now 
available is also desired. Pressurization of the specialized transport 
is thought to be most desirable from the standpoint of both passenger 
comfort, attractiveness to the traveling public, and efficiency of short- 
haul operations which must take all possible advantage of time-saving 
arrangements if their multistop local services are to generate in- 
creasing response from the traveling and shipping public. 

In contrast, the DC-3 which is operated by all local service carriers 
has a passenger capacity of from 21 to 28 seats. It is not suitable 
for development of cargo traffic potential. It is not pressurized. I+ 
is, on the whole, considered today to be an obsolete plane. 

As previously stated, we believe that not a single trunkline would 
be operating without subsidy at present fare leveis if DC-3 equipment 
had not been replaced by more modern and more economical aircraft. 

However, the carriers’ development of their markets has been out- 
standing. Their system load factors have been gradually increasing, 
at the same time that they have been greatly increasing their total 
volume of service. Appendix 2 will demonstrate that statement. 
Certain flights over their most dense and highly developed segments 
operate at DC-3 load factors above 85 and 90 percent. 

It has been estimated, however, that the system breakdown point 
for DC-3 operations would be at least 75 percent and may reach as 
high as 90 to 100 percent load factors. Such load factors could not 
reasonably be attained on a systemwide basis. 

Senator Brste. What does breakdown mean ? 

Mr. Durrer. I guess that should be break even. In order to break 
even, Mr. Chairman, they would have to have at least a 75-percent load 
factor. 

Senator Bistr. Breakdown should be break even ? 

Mr. Durrre. Yes, sir. I guess when they get below that that is 
where they break down. 

Senator Bree. I have ridden on some of those DC-3’s. I know what 
you mean. Go right ahead. 

Mr. Durrer. Until the past year there were no known plans of 
the aircraft manufacturers for the design, development, and produc- 
tion of a specialized short-to-medium range transport suitable to the 
needs of local service and other short-haul carriers. 

However, within the past year three United States manufacturers 
have announced plans for development and production of specially 
designed short-to-medium range transports. The Friendship F-27, 
a 40-passenger pressurized turboprop transport will be off the pro- 
duction line by late in 1957. It is understood that a number of local 
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service and territorial air carriers have placed firm orders for the 
F-27 and have taken options on additional aircraft. 

Senator Brste. Would you by chance know how many orders have 
been placed for the F-27? 

Mr. Durrer. This spring, Mr. Chairman, when the Board visited 
the Fairchild plant, and the staff, for the purpose of making a general 
survey, I believe they told us that they had, I think, about 40 or 45 
orders. That did include some foreign carriers. 

Senator Brsie. That did include some foreign carriers. 

Mr. Durrer. Yes; but the majority of the orders were from Ameri- 
can local service carriers. 

Senator Bratz. Do you have any figures as to how many are needed 
to take care of the needs of the 21 carriers that are embraced in this 
bill? As I understand it, you are saying there are about 60 now on 
order. How many would be needed if each of the service carriers were 
to modernize their lines and replaced DC-3’s with a F-27 or compar- 
able airship ? 

Mr. Durrer. I suppose Mr. Chairman you could arrive at an 
equity mathematical calculation by taking a 40-passenger airplane 
and say a 24-passenger airplane. It should be obviously sa 

Senator Brie. You said 188 for the local service carriers, and then 
you asked some for the territorial, and some for the Alaska car- 
riers. I think you arrived at a figure of a little over 200, 210 possibly, 
DC-3’s, 

Mr. Durrer. I would say a very substantial consideration which 
the Board has in mind in advocating this type of equipment is not on 
the basis of the present passenger-mile demand of these carriers. We 
are anticipating that with this better type of equipment, pressurized, 
faster equipment, the potential passenger load of these carriers will 
increase and increase substantially. 

That is one of the factors which is entering into the Board’s position 
in this matter. In fact, it would seem unlikely that unless these car- 
riers can develop a higher load factor than they are carrying today, 
say around 45 percent, with a 24-passenger airplane, they devious 
have to develop a higher load factor, and that load factor must come 
partially, I assume—I won’t say primarily because there are other 
factors—from the increased attractiveness of these new type of air- 
craft. 

So I wouldn’t attempt to estimate how many they will need. 

Senator Brste. Some of the industry people might indicate that. I 
think that the significance of the question is that first I would like to 
know the difficulties that they have had in attempting to finance these 
50 or 60 F-27’s that they have already on order. What are those diffi- 
culties? How many more do they need? Why does this bill make 
their attempts to get the additional airplanes easier, or does it? I 
don’t know. Possibly industry witnesses could testify as to that. 

Mr. Dunree. I think the industry can give you that. 

Senator Brntz. Thank you. Will you proceed ¢ 

Mr. Durrer. The Frye Corp. has announced plans to produce the 
F-1 Safari in four versions: All-passenger, all-cargo, combination 
cargo and passenger, and executive-utility. 

Mr. Chairman, to go back to your question, I think we have to bear 
in mind that the time of the transition from DC-3’s to F-27’s or 
Safari, or whatever it is to be, would also be difficult for the Board to 
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estimate. We don’t contemplate, if this bill is passed and these 
aircraft are available by 1958, that there would be immediately a whole- 
sale conversion. I assume that this transition would take some time. 
They would operate a mixed configuration of aircraft at least until the 
DC-3’s have been fully depreciated and get them out of service and 
the modern aircraft in service as rapidly as possible. I assume that 
will take some time. 

Production plans of the Frye Corp. will not be firm, it is under- 
stood, until final financial arrangements are made to establish an as- 
sembly line and start production. It is our understanding that the 
Douglas Aircraft Co. also contemplates a replacement for the DC-3. 

It is possible only to speculate as to the extent that the 13 local 
service carriers may find it necessary, or possible, to replace their pres- 
ent fleets of DC-3 aircraft with a specialized high-capacity airplane 
whose initial cost might range from approximately $600,000 to $1,250,- 
000 per aircraft. 

Senator Brstz. Will you develop that for me? 

Mr. Dorrer. I think the last figure we got on the F-27 was about 
$620,000. 

Senator Bretz. There was testimony—— 

Mr. Durrer. It started out around $350,000 or $400,000. I think 
the last figure was about $620,000. 

Senator Bratz. There was earlier testimony that the estimated cost 
was in the neighborhood of $550,000. 

Mr. Durree. I understand the original orders that were placed 
were for around $545,000. In our conference at Hagerstown with the 
Fairchild people they intimated the price was going to go up. 

Senator Brste. What do you get for $1,250,000? That is a lot 
different from $550,000. 

Mr. Durrer. I believe that that figure contemplates a different type 
of aircraft. I understand that Douglas is talking about a four-engine 
local service jet aircraft which I assume—— 

Senator Brete. Is that what the figure $1,250,000 per aircraft 
represents ¢ 

r. Durrer. Yes, sir. 

Senator Brete. That represents what again, for the record? Some- 
body is going to ask us. 

Mr. Dorrer, ‘That represents an estimate by the Board of perhaps 
a higher cost four-engine jet aircraft for local service, plans for which 
are completely tentative except as to what we have been informed of 
by the Douglas Co. as to what they are planning. 

Senator Bratz. This is all inthe planning stage ? 

Mr. Durrer. Yes, sir. 

Senator Brstz. No such plane has been produced ? 

Mr. Durree. There is no prototype or mockup of this aircraft avail- 
able. We have had no definite figures on it. 

Senator Brstr. We are advised, for the purpose of the record, from 
the Fairchild plant, in order to make the record very clear on this 
point, that as of today there are 55 firm orders for F-27’s, and there 
are 20 on option. 

Senator Scuorrrer. Domestic? 

Senator Bretz. My understanding is that that is combined. Is that 
correct ? 

Mr. Barnton. Yes, sir. 
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Senator Scnorrret. A considerable number of those orders have 
been taken in the South American trade, I understand. Is there a 
member of the Fairchild Corp. here ? 

Mr. Baynton. Yes,sir. He will testify. 

Senator Bratz. Please continue. 

Mr. Durrer. The present financial position of the local service 
carriers is not strong. (See appendix 3.) Equity capital reported by 
these carriers ranges from $83,039 in common stock aaa for 1 
carrier to $1,140,500 for another. The 13 carriers’ reported gross in- 
vestment in all flying equipment, including spare parts, totaled ap- 
proximately $26 million. Their reported depreciation expenses for 
such equipment amounted to about $2 million for the 12 months ended 
September 30, 1956. Purchase of new specialized transport aircraft 
which are expected to be in production in the foreseeable future will 
require the raising of additional capital in amounts in excess of the 
ability of the typical local carrier to finance on reasonable terms. 

Senator Breiz. Right there, Mr. Chairman, will you indicate what 
the total gross investment is of the 13 carriers? That figure is some- 
thing in the neighborhood of $26 million. Do you have something to 
indicate the amount of the investment for the additional 8 carriers 
that are embraced within this bill, the Hawaiian and Alaskan carriers? 
That may be shown on the appendix. 

Mr. Durrer. I believe that is shown on appendix 3, the long-term 
debt, the net worth and the total invested capital is shown separately 
for the local service carriers and Alaskan carriers and for the two 
Hawaiian carriers. 

Senator Brete. Very well, as long as it is within that appendix. 
Thank you. 

Mr. Durrer. In summary, it is believed that the relatively limited 
capacity and cost characteristics of the DC-8 indicate that it is an 
uneconomic aircraft for the expanding operations of the local service 
carriers. The specialized short-haul air transportation requires, for 
some or all of their routes in the future, a specialized aircraft having 
improved cost characteristics, greater capacity, greater speed, im- 
proved design especially as to traffic loading and capacity configura- 
tion, improved operating characteristics with respect to airport re- 
quirements, and pressurization which will not only promote and 
increase traffic but also lessen the time required for ascents and descents 
from altitude flying on intercity hops of relatively short distances. 

The local service carriers are steadily increasing their generation of 
traffic and revenue over the route systems they operate. Through 
numerous formal route proceedings being carried on to consider the 
needs for new or improved local air transportation throughout the 
country, the Civil Aeronautics Board and the carriers are now actively 
engaged in modifying and improving the local route patterns. 

It is apparent that one of the major problems faced by the local 
service carriers is the financing of new aircraft as they become available 
and are needed. The ability of the carriers to purchase new and effi- 
cient aircraft as soon as their existing and future routes demonstrate 
the need, will be important in the future growth and progress of these 
carriers. The ability of the Board to strengthen routes of the feeders 
may be tied to their obtaining improved aircraft. 

I refer specifically, Mr. Chairman, to the series of consolidated 
proceedings that are being carried on in contiguous geographical areas 
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across the country involving local service where we have attempted to 
consolidate a number of applications into one case and work out an 
overall more efficient composite pattern for feeder and local service. 

Senator Scuorrre.. I take it that where feasible and practical that 
would be:one of the conditions that the Board would impose before 
they would approve some of the loans under this type legislation ? 

Mr. Durrex. { think we anticipate, Senator, that by the time we 
would be called on to approve these loans, the Board will have ac- 
complished a substantial improvement in the route structure of these 
local service carriers so as to utilize the improved characteristics of 
these aircraft to the best possible advantage. 

With regard to the specific provisions of the bill, I call attention 
to the fact that two cushions are provided to protect the interest of 
the Government. In the first place, the maximum amount of the loan 
cannot exceed 90 percent of the purchase price of the equipment. 
That is, the air carrier must pay out of its own funds at least 10 
percent of the purchase price. Im addition, the Government guar- 
anty cannot exceed 90 percent of the loan. That means, of cou 
that the banker lending the money must take at least 10 percent o 
the risk upon himself. 

Senator Breue. May I ask you there how you arrived at the figure 
of 90 percent? Why isn’t it 80, or 852 

Mr. Durres. Mr. Chairman, that is a judgment figure. If the tes- 
timony developed during this hearing should demonstrate that 80 
percent or 95 percent would be a better figure, the Board has no posi- 
tive predilection that 90 percent is the correct amount. I believe that 
our own rate people and our own staff people, with the concurrence 
of the Board, arrived at that as the best judgment figure that we 
could work out in proposing this legislation. If the committee should 
feel that some other figure was more appropriate, I am sure the Board 
would be disposed to view any revision of that figure as an exercise 
of judgment by the committee on the basis of the record which per- 
haps would be well justified. 

The 90 percent in brief, Mr. Chairman, is a judgment figure by 
the Board and its staff after a great many conferences with the car- 
riers, conferences with some of the investment people, the expertise 
of the Board’s ownstaff. That isa judgment figure. 

Senator Bratz. Do you have any information as to the general 
terms of loans already made to local service carriers on the 50 loans 
that have already been granted? What are the general conditions? 
How much interest do they pay? What is the length of time and 
the type security required ? 

Mr. Durrer. I believe I could refer that question, Mr. Chairman, 
to Mr. Roth, who is the former head of our Rates Division and who, 
I believe, has more intimate information. 

Senator Brstz. Would you identify yourself for the purpose of the 
record ? 

Mr. Roru. I am Irving Roth, Associate Director of the Bureau 
of Air Operations. 

The Board has pending formal proceedings in which a very compre- 
hensive record is now being made as to the exact financial condition 
of the local service carriers. There is also information there as to 
the present outstanding loans of the carriers and any commitments 
they may have in connection with the acquisition of new equipment. 
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In general, the financing of the local carriers has been for relatively. 
short periods of time. I cannot recall 

i Senator Bree. What does that mean, relatively short periods of, 
time ¢ 

Mr. Roru. I believe a maximum of 5 years. I am not aware of 
any bank loans, for example, that go beyond the 5-year period. The 
industry representatives that frequently have occasion to discuss their 
problems with us have stressed that the 5-year period is just about 
the maximum period for which the banks are willing to advance money 
to that type of earrier. That is one of the most critical problems the 
local carriers face in their attempts to work out financing of new 
equipment because it is extremely likely that the service life of the 
new equipment will be far in excess of 5 years. 

Senator Bratz. What is the anticipated service life of an F-27? 

Mr. Ror. The Board has not faced that problem heretofore. The 
Board has used a 7-year service life for all of the postwar aircraft. 
But the Board has not yet reached any decision on the service life for 
any aircraft with turbine power. 

In some of the proceedings now pending before the Board the Board 
will have its first occasion to face the question whether the service life 
of the turbine-powered aircraft, such as the Vickers Viscount now fly- 
ing on Capital Airlines routes, or in the near future the F-27 on vari- 
ous local service routes, should have a service life for ratemaking pur- 
poses in excess of 7 years. 

Senator Brsre. What service life do you give to a DC-3? 

Is that 7 years? 

Mr. Rorn. No, sir. The DC-3 has generally been depreciated over a 
3-year life in the postwar period. I believe the typical life was about 
5 years in the prewar days when the DC-3 was the newest airplane 
available. But for the local carriers we have generally used a 3-year 
service life since 1946. 

Senator Bratz. What service life do you give to a DC-7B? 

Mr. Roru. Seven years with a 15 percent residual value. 

Senator Brstz. What does that last statement mean, the 15 percent 
residual value? 

Mr. Roru. The residual value is that portion of the original cost of 
acquisition that is not subject to depreciation at all. 

enator Brste. You depreciate 85 percent in 7 years? 

Mr. Rorn. Yes, sir. There are some carriers that have a more rapid 
writeoff of the aircraft for bookkeeping purposes, but for ratemaking 
purposes the Board for quite a few years now has adopted a policy 
of 7 years and a 15 percent residual value. 

Senator Brstr. On loans that have been or may be negotiated for 
these 50 F-27s that are now under order at Hagerstown, Md., you say 
from the best information available to you that the period of time is 
5 years, is that correct? 

r. Rorn. Yes, the maximum loans that appear to be available. 
Senator Bretz. What interest rates do you pay? What isthe range? 
Mr. Rorn. I couldn’t say, Mr. Chairman, because the interest rate 

has risen so sharply over the past year. I would hesitate, without 
checking our records further, to indicate what rates are currently 
being quoted. 

Senator Brstx. Three and a half? 

Mr, Roru. Oh, no, sir. 
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Senator Brix. Four? Six? 

» Mr. Rorn. I don’t believe that a local service carrier could borrow 
‘money at 414 today. But how much above that I think would de- 
-pend on which carrier, what term of years and the other provisions 
of the loan. 

Senator Bratz. I recognize that. You couldn’t give us a range for 
the purpose of the record ? 

r. Rorn. I think it would be a minimum figure of 5 percent. 

Senator Biete. A minimum of 5 percent? I imagine the carriers 
can furnish that information for the use of the committee. 

Mr. Roru. I believe that currently the strong trunkline carriers 
that are off subsidy are no longer abi to borrow money at rates less 
than 414 percent as a result of the general rise in the interest rate for 
the country asa whole. 

Senator Brete. Did the passage of the permanent certification bill 
im 1955 make the securing of these loans easier either termwise or 
interestwise? 

Mr. Rorn. In my opinion it did not have a very pronounced effect, 
but whatever effect it did have is reflected in the interest rate. During 
the period, since the passage of the permanent certification bill, inter- 
est rates have risen very sharply for all air carriers as well as all other 
types of borrowers. 

Senator Bratz. Senator Schoeppel ? 

Senator Scuorrren. I have one question. We have a number of 
these certificated carriers who have already made their loan arrange- 
ments and transactions, some of them concluded just very recently. 
There is no retroactive provision in this bill within the contemplation 
cf the Board. Would that be taken into consideration ? 

Mr. Durrer. I don’t believe the bill contains any retroactive pro- 
vision. 

Senator Scuorrre.. No, it does not. I think it would be a mistake 
to include it within the bill, administratively speaking. On a new 
loan arrangement, they could appear. 

Mr. Durrer. I assume, Senator, if they had arranged a loan, and if 
it appeared they could arrange a more favorable loan in terms of in- 
terest and term of the loan, and if they filed an application for a new 
loan under the guaranty, I assume that if the Board found that public 
convenience and necessity and the position of the carrier would be 
strengthened, particularly with respect to subsidy, I assume that the 
Board could consider that. That is a provision in the bill which re- 
quires that the Board must find first, and the carrier must establish, 
that it cannot finance on reasonable terms by ordinary methods of 
financing before the Board can extend the guaranty. 

Senator ScHorrret, That is the reason I was asking the question, 
because we are breaking new ground on this type of legislation now. 
That is one of the criteria that they would have to establish before the 
Board before they would be eligible ? 

Mr. Durree. Yes, sir. 

Senator ScHorerre.. Therefore, my query was as to those that have 
already made the loans and the loan has expired and would have to be 
renewed, as to the quaranty in here under the conditions that you have 
testified to, which seem reasonable to me, has the Board taken any 
position or can you state any position that the Board would like to 
get into the record at this time? 
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Mr. Dorree. I don’t think I would care to express an opinion on 
that, Senator. In other words, the Board is going to determine, be- 
fore we approve a guaranty whether the carrier has first exhausted 
the possibilities of obtaining a loan at reasonable rates. We must 
first make that finding. And if we made that finding, that the car- 
rier had available the resources of private investment and could make 
a private loan, I assume the Board would not extend the benefit of 
the guaranteed loan to such carrier. 

How long that finding of the Board would continue as a practical 
matter to govern any further negotiations for a guaranteed loan by 
that carrier might rest on the change in the determination of the: 
Board as to what would constitute reasonable terms for a loan. 

As to this guaranteed loan, if the effect of it was to provide a sub- 
stantially more attractive interest rate, and a guaranteed longer term 
of investment for the carrier initially, on the basis of the experience 
of the Board within the first year or two if the Board said to a carrier, 
“No, we think that you have to establish that you can get conventional 
financing, and we think on the basis of the record it is demonstrated 
that you can get that financing,” then I think the Board would make 
such a finding. 

If the eventual operation of this guaranteed loan provision was such 
that there was a very substantial difference in the advisability of a loan 
under a guaranty and a nonguaranty, I assume that that is a matter 
that.the Board would give very careful consideration to in determing 
whether or not it would permit future financing on a guaranteed loan. 

I think the imponderable would be as to how this thing is going to 
work. 

Senator Brie. Don’t you think there, Mr. Chairman, the way it 
is going to work, if I were a banker, if I were an investment house, 
and a service carrier came to me, that I would say “I am certainly not 
going to give you an unguaranteed loan, but I certainly would give 
you a guaranteed loan.” Isn’t it going to boil down to that ? 

Mr. Durrer. I don’t know. 

Senator Braue. If I were a banker I would certainly take the addi- 
tional guaranty of the United States Government for 90 percent of 
value. Don’t you think the bankers might do that, too? They will 
follow this legislation. 

Mr. Rorn. Mr. Chairman ? 

Senator Bratz. Mr. Roth. 

Mr. Rorn. When the Reconstruction Finance Corporation had 
the authority to advance funds to carriers or to guarantee loans ne- 
gotiated by the carriers with private banking sources, I believe there 
was a similar requirement. To be eligible for an RFC loan the car- 
rier had to make a showing that it could not finance on reasonable 
terms without the RFC assistance. I am not aware, so far as air 
carrier loans are concerned, of any serious difficulty that the RFC 
. had with that particular feature. The Board, of course, entered the 
picture by having to issue an order approving each RFC loan before 
the RFC could participate in any of the air carrier financing. But 
this particular provision, as far as I am aware, was not a problem in 
the experience of the RFC. 

Senator Bratz. I don’t know that it would be a problem. I think 
it ends up as a practical matter in having all loans that would be: 








PURCHASE OF AIRCRAFT AND EQUIPMENT 27 


made by any banking institution guaranteed. It seems to me it is 
just about that simple. 

Mr. Roru. It was not that way as far as air carrier financing is 
concerned. There were a number of instances where particularly 
smaller carriers, but occasionally a carrier as large as Northwest 
Airlines, was unable to finance without assistance from the RFC, or 
at least partial assistance from the RFC in the case of Northwest, 
which I believe had the largest air carrier loan participated in by 
the RFC. But the great majority of the air carriers did not have 
to resort to the RFC assistance in order to work out a successful 
financing program. 

Senator Brie. Thank you. 

Senator Scuorrret. Mr. Chairman, I am going to have to leave. 
I have an appointment at the Supreme Court. I am sorry I will not 
be able to hear the other witnesses but I will follow the record. 

Senator Brste. Thank you very much. It would be the chair- 
man’s-hope, depending on what the situation is on the floor, to pos- 
sibly get back after the noon recess, at about 2: 30. 

Senator Scuorpret. I will try to be here at 2: 30. 

Senator Bratz. Thank you. 

You may proceed, Mr, Chairman. 

Mr. Durrer. It is further provided that the loans guaranteed for 
any one carrier shall not exceed $5 million, and no guaranty can be 
made at all unless the Board finds that without such guaranty the 
air carrier would be unable to obtain the necessary funds for the 
purchase of the aircraft on reasonable terms. 

I would say, Mr. Chairman, with reference to the matter we have 
been discussing, probably a more authoritative answer on that matter 
could come from the banking people, the investment business itself. 

Senator Brste. I recognize that. Did you consult them or get any 
viewpoints as to whether or not this guaranty would make it more 
attractive to them in making loans for purchase of new equipment ? 
Was there any sentiment solicited in that respect ? 

Mr. Durrer. We have discussed this matter. There is an aviation 
securities committee of the Investment Bankers Association. We 
have had extensive discussions with them. I believe that they con- 
template that it would be advisable to have two methods. Referring 
to their statement, they say, with reference to one method, equipment 
trust obligations: 

To those who might feel that the suggested legislation might give the holders 
of aircraft equipment trust obligations too much to say in a reorganization or 


bankruptcy procedure, it may be said: The fact that an airline could use this new 
form of financing— 


this is equipment trusts— 


would in no way require any airline to use it. Each airline could still exercise 
its own judgment. If an airline could obtain conventional bank borrowings or 
sell stock or obtain unsecured long-term loans or if it could take advantage of 
proposed legislation enabling it to obtain Government guaranties for its equip- 
ment financing, it would be entirely free to do so. Equipment trust obligations 
would constitute merely an additional form of financing which could be used 
(either with or without the right of repossession), if the airline desired or needed 
to use it. 


As I understand it, it is the position of this committee, of the Invest- 


ment Bankers Association, that they are not opposing the terms of 
the guaranteed loan. As stated, this method of financing which they 
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have specifically recommended, the equipment trust certificates, if I 
interpret their statement correctly, is that it is merely another method 
of financing and not in substitution of guaranteed loans but another 
method of financing which would be available to an airline seeking this 
type of financing. I have never understood that they were opposed to 
guaranteed loans. 

Senator Bisxe. I don’t think they would be. But do you have any 
indication from them that with the passage of this legislation they 
would make a lot of loans where otherwise they would not ? 

Mr. Durrer. Mr. Chairman, that is a conclusion which I believe 
should be developed and will be developed by the carriers themselves 
during this hearing. From the information I have I would say that 
insofar as negotiations have been presented to the Board up to today, 
by the carriers, and on the basis of the carriers’ experience with the 
investment business, that there would be a substantially large number 
of loans made under the provisions of this guaranteed loan legislation. 

Senator Brste. I suppose that is true, or certainly the Board would 
not have submitted that legislation to the Congress. Is that correct? 

Mr. Durreg. Yes, sir. 

Senator Bisiz. Let me ask one other question on the paragraph 
on which you just testified. You indicated that the total amount of 
a loan to any one carrier is $5 million. So the potential guaranty 
liability of the United States Government would be 5 times 21 or 
$105 million. Do I read that correctly ? 

Mr. Durrer. We have 21 carriers, and I assume that would be the 
total. 

Senator Bistz. Plus the interest ¢ 

Mr. Durrer. The total maximum latitude of the Board in extend- 
ing guaranties for the 21 carriers would be $5 million times 21. 

Locate Bretz. With the additional factor that would be given to 
interest ¢ 

Mr, Durreg. Yes, sir. 

Senator Biste. Maximum governmental liability ? 

Mr. Durrer. Yes, sir. 

Senator Biste. Thank you. 

You may proceed. 

Mr. Durrer. S, 2229 designates the Civil Aeronautics Board as the 
administering agency with respect to the economic feasibility of the 
aircraft in the quantities which would be proposed by any applicant 
air carrier. 

The Board is also designated as the administering agency with 
respect to all financial phases of the loan guaranty program. 

The Board is willing to assume the financial administration of the 
program, but would have no objections to placing this responsibility 
in some other agency such as the Small Business Administration if 
the Congress so desires. 

Senator Brstz. If my memory is good, under present legislation, 
the Small Business Administration concerns itself with loans only to 
$150,000. Is that correct ? 

Mr. Dorrer. $250,000. 

Senator Brste. I assume that would be inadequate to cover the 
field according to your own testimony, which ranges from $650,000 
to $1,250,000, unless that particular legislation would be legislatively 
changed ? 








Net 
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Mr. Durrer. Yes, sir. 

Senator Briere. Do you have any idea of what the additional cost 
might be for administering this program, assuming this is enacted 
into law? How much more will it cost your agency, assuming we per- 
mit the responsibility to remain in your agency? How much more 
would it cost your agency to administer it, in dollars? Mr. Roth? 

Mr. Rorn. I think the best way to answer it is that the Board is not 
prepared to state a figure for administrative costs, but it is my judg- 
ment, having talked to our chief budget officer, and having reviewed 
the problem with the operating staff of the Board, that the maximum 
administrative costs of the Civil Aeronautics Board would not be of 
sufficient amount to be of any concern to the Congress. In other words, 
there may very well be some minimum administrative expenses, but 
we don’t think that the amount would be so great as to give the Con- 
gress concern. 

Senator Biste. You are arriving at conclusions. Give me the facts 
upon which you base that conclusion. Are you talking about $10,000, 
$25,000, $50,000, $100,000% That is, your judgment. I would like to 
have your judgment on which you base it. 

Mr. Rorn. We believe that first the number of personnel which 
the Board would require to work on this program would be much 
greater in the first year or two than after the first year or two have 
gone by in setting up procedures and in handling the initial influx 
of loan applications. We think that for the first year there may very 
well be as many as 10 people of the Board’s staff who would have to 
devote a substantial part of their time. 

Senator Bratz. That would be 10 times what? 

Mr. Roru. I believe, at the present time, the average salary of the 
Board is something between five and six thousand dollars. 

Senator Brexe. & the first year of the operation you are talking in 
the neighborhood of $60,000 ? 

Mr. Rorn. It may be as high as that but we are not sure what portion 
of that the Board could absorb, because presumably the present staff 
that deals with the route problems and rate problems of the local serv- 
ice and other airlines eligible under this bill would also participate in 
reviewing the loan applications. We are not prepared to state whether 
the Board could absorb most of the $60,000 or just how substantial a 
orton. 

Senator Bisie. Assuming they couldn’t absorb any of it, what you 
are saying is that you would require ten people to do this work at an 
average salary of $6,000 a year? 

Mr. Rorn. I would say that would be the outside maximum. 

Senator Bratz. That is for the first year? 

Mr. Rorn. Yes, sir. 

Senator Brie. The second year it would be a little less ¢ 

Mr. Rorn. I would assume it would be less. 

Senator Bratz. The third year possibly a little less than that. This 
is a 5-year program, as I understand it ¢ 

Mr. Rorn. Yes, sir. 

Senator Bratz. Would you say the overall cost of the program 
would be a hundred thousand dollars, as a fair figure ? 

Mr. Roru. I hestitate to judge. I tried to pin down our chief budget 
officer who said that he would be most reluctant to express his opinion 
as to any precise figure, but that he did feel, as I indicated, that our 
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ability to absorb the additional work would increase as each year goes 
by, and how much we could absorb in the first year is uncertain. For 
example, we are not sure exactly how many applications we will get in 
the first year. 

Senator Bratz. I recognize it has imponderables in it. I wonder if 
we couldn’t get some type of an estimate from the CAB, Mr. Chairman. 
The reason T ask the question is very obvious. Number one, the other 
members of this committee are going to ask me that question, and if 
they don’t, it certainly will be asked on the floor of the Senate, if this 
bill gets that far. 

Mr. Durrer. Mr. Chairman, the Board will be happy to make as 
accurate an evaluation of this matter as it can as to the administrative 
cost. 

Senator Bratz. If you think it will cost the United States taxpayer 
$100,000 to administer this program, say so. If you think it will cost 
$150,000, say so. We have to have something to present to those who 
ask the questions. 

Mr. Roru. I am impressed by the fact that I don’t think the cost 
of administering this program as a new program for this Board would 
be as substantial as we might envision if it was some other agency, 
because the greater part of the information which this Board in ad- 
ministering this legislation will have to rely wpon would be informa- 
tion that already lies within the expertise of the staff of the Board. 
The factors which we would apply in determining whether or not a 
loan should be guaranteed would be factors on which the Board al- 
ready had substantial material. 

Senator Brete. That would reflect in your best estimate of what 
the cost would be. 

Mr. Rorn. It would very sharply diminish the administrative cost. 
We will try to get the best figures we can. 

Senator Biste. You may proceed. 

Mr. Durrer. The Civil Aeronautics Board has proposed this legis- 
lation, therefore, because it believes not only that under its terms the 
carriers may acquire suitable and improved short-haul aircraft and 
thereby ultimately reduce subsidy: 

Senator Bree. Right at that point the question interests me. Have 
you any educated guess as to when the feeder lines might be off subsidy, 
if this bill is enacted ? 

Mr. Durrer. No, sir. The only educated guess that I would make is 
that if some legislation of this form is not enacted, the situation is 
going to get worse. 

Senator Brere. You are familiar with capital gains legislation, I 
believe ? 

Mr. Durrre. Yes, sir. 

Senator Brete. As I recall it, the CAB last year had 2 for it and 
2against. Is that correct ? 

Mr. Durrer. Yes, sir. Such legislation is pending before the Con- 
gress, and I know we were asked to comment on it by Chairman 
Harris, who I believe drafted this bill. We requested permission 
of the committee to refrain from comment until the Board had com- 
pleted its own investigation of the subject. 

Senator Brstx. So you prefer to refrain from commenting on that 
particular phase of it at this time until you have finished your study 
on that phase of the capital gains bill ? 











PURCHASE OF AIRCRAFT AND EQUIPMENT 31 


Mr. Durrer. Except that I would go this far, Mr. Chairman, as to 
say that even if the capital gains bill were enacted, and if the sale of 
aircraft at capital gain, if the local service carrier is permitted to retain 
that capital gain for the purpose of reinvestment in new aircraft as 
the bill contemplates, I believe it is the opinion of the Board that even 
that provision would provide an entirely inadequate financial incen- 
tive to the carriers to obtain this new type of financing, because a capi- 
tal gain on DC-3 is getting less and less all the time. By the time these 
people put the new aircraft into operation, I believe it is the considered 
judgment of the Board that the capital gains bill is not going to be 
the os to the needs of the carriers as they move into this new type 
alrcratt. 

Senator Biete. I recognize that, Mr. Chairman. I recognize the 
capital gains bill is not meant to be a substitute for this bill. The 
reason I ask the 5 ere is that I happened to be selected to handle 
the capital gains legislation on the floor of the Senate last year, and 
we deaeneek to pass the legislation on this side. It was defeated on 
the other side of the Hill. 

Among other questions that were asked, and which we answered, 
was a question as to, with the capital gains legislation, how soon the 
local service carriers would be off of subsidy. And our best answer that 
we could come up with—and it is in the record, and it was developed 
during the hearings—was that with the capital gains bill enacted 
into law, the local service carriers would be off of subsidy in 5 years, 
approximately, as I best remember the hearing. And I am wonder- 
ing if you have any estimate as to when they might be off of subsidy, 
if this particular legislation is enacted. We have a little problem of 
subsidy up here with which you might be familiar. 

Mr. Durrer. Mr. Chairman, I find myself confronted with diffi- 
culty. As the chairman of an agency whose quasi-judicial respon- 
sibility it is to pass on questions of subsidy, I find myself with some 
inhibitions about expressing myself as freely as I might otherwise be 
willing to do, insofar as educated guesses are concerned. I think any- 
body who sits on this Board should be very cautious about it because 
ultimately what you say might even be considered as a matter of pre- 
judgment on what you are going to do in the next 5 years. And L 
have no such assurance 

Senator Bree. I am not trying to tie your hands but I am trymg 
to get some help before the Senate that 1 can refer to, authorities on 
the subject. If you prefer not to, I realize that you have some 
problems. 

Mr. Durrer. In the first place I prefer not to make an educated 
guess. In the second place if I ever did make such an estimate, I 
would like to make it on the basis of more subsantial considerations 
than I have now on which to make any such estimate. 

Senator Breie. I won’t press the point. 

One further question. You say that you are making the study om 
capital gains. Could you indicate when that study will be completed ? 

Mr. Durrer. The hearings have been ceanlenlad atid final briefs are 
to be submitted to the examiner by July 1. Certainly we could expect 
an examiner’s decision and subsequent procedure, oral argument be- 
fore the Board and decision by the Board, late this fall. 

Senator Breir. So we can expect a final decision in the fall, some 
time during the fall months? October or November ? 
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Mr. Durrer. Yes, sir. 

Senator Bratz. It would be completed by the end of the year? 

Mr. Durree. Yes, sir. 

Senator Bratz. Thank you. 

Will you continue ? 

Mr. Durrez. The Civil Aeronautics Board has proposed this legis- 
lation, therefore, because it believes not only that under its terms the 
carriers may acquire suitable and improved short-haul aircraft and 
thereby ultimately reduce subsidy, but also that this legislation repre- 
sents the only method which basically will provide the proper equip- 
ment to the carriers without the Government’s making direct grants 
in aid of some kind. 

S. 2229 would by its terms provide for the acquisition of funds 
without a grant-in-aid, and, in our view, without any direct cost to 
the Government other than administrative costs. 

The Bureau of the Budget has advised that although there is no 
objection to the submission of he foregoing statement for considera- 
tion of the Congress, the Bureau and the Treasury Department recom- 
mend against enactment of the proposed legislation. 

Senator Brnte. Why does the Bureau of the Budget and the Treas- 
ury Department recommend against the legislation? We have no 
reports on that. 

Mr. Durrer. We have had several conferences with them, Mr. 
Chairman. I believe that the Treasury Department particularly is 
opposed to any extension of guaranty—the principal of guaranteed 
loans by the Federal Government in any area unless there is some very 
unique situation. 

In other words, they regard any extension of guaranteed loans as 
a precedent for further extensions. I think they said that if you 
confined it to this particular area of guaranty, all right. But the 
minute you applied it to air carriers, then somebody else wants a 
guaranteed loan. 

Apparently their philosophy is that the whole principle of Federal 
guarantee of private loans should be curtailed, restricted. 

Senator Brsue. I am advised by the staff that they have been re- 
quested to be at this hearing today. They can’t be here because they 
cannes completed their official report. That report will speak for 
itself. 

Mr. Chairman, just a few more questions. Referring to page 3 of 
the bill, section 5, I ask these questions because I don’t believe they 
have been touched on in your statement: 

The Board shall prescribe, either specifically or by limits, rates of in- 
terest * * *. 

What does that mean? Is it contemplated that the Civil Aero- 
nautics Board is going to set forth the range of rates of interest 
which can be charged by the banks and investment houses? Is that 
what that means? 

Mr. Ror. I believe what is contemplated is that the Board, in 
passing upon any application for approval of a loan, would review 
the terms and conditions that have initially been negotiated between 
the air carrier and private banking sources. And this would in 
effect give the Board the right to give conditional approval. 

For example, instead of the Board having to disapprove an appli- 
cation in its entirety because of an objection to one particular fea. 
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ture, this would make it possible in my judgment for the Board to 
extend conditional approval and then if the rates of interest and 
other terms were not satisfactorily amended by the banks, in agree- 
ment with the air carrier, then the loan would not be approved as 
eligible for a loan guaranty. 

i think, in a more positive sense, the Board could prescribe the 
guaranty fees and other features. I think what is intended here is 
that the Board be given the right to pass upon the rate of interest. 
But in actual practice it is probable that the actual rate would be 
negotiated between the banks and the carriers and approved by the 
Board unless the Board found them to be unreasonable. 

Senator Brste. The thing that worried me about that sentence 
was the mandatory language of the words “shall prescribe.” It looks 
to me like that is very strong language. Maybe it should be. I am 
just wondering why you put it in there. 

Mr. Rorn. I think it would be well for the committee to consider an 
‘amendment to the exact language, and perhaps the prescription 
should relate more to the guaranty fees and other terms of the loan 
rather than the interest rate itself. Presumably, if the interest rate 
weren’t satisfactory, the Board would have the opportunity to dis- 
approve the loan, or by conditioning its approval it would in effect 
force the carrier and the banks to agree upon different terms if they 
wished to take advantage of that. 

Senator Brae. That is the way I read it, and I think that is what 
that language says. In other words, if a conditional contract came 
in between the X local service carrier and the Y bank and it car- 
ried interest at 514 percent, it looks to me as if you can say that the 
maximum interest shall be 434 percent. It looks to me that you give 
yourself that authority if they want a guaranteed loan. Is that your 
intent ¢ 

Mr. Roru. I think the intent was to be sure that the Board would 
have the power to review the reasonableness of the terms of the loan. 
I think, in the ordinary meaning of the term prescribing interest rates, 
I wouldn’t think that it was contemplated that the Board would liter- 
ally be prescribing the interest rate, and presumably 

enator Breie. It may well be that that is what you say. You say 
you shall prescribe interest rates. I can’t read it any other way. It 
doesn’t say that you shall review the interest rates, or you shall study 
the contract to see if it is in the best public interest or some broader 
language. 

It says, as I read it: 





The Board shall prescribe, either specifically or by limits, the rate of in- 
terest:"* > '*. 

Mr. Roru. I think it may be well to study that particular wording 
further. Maybe an amendment would be desirable. 

Senator Biste. All I am trying to do is to make a record so that 
we know exactly what you have in mind. 

The next point is, “* * * shall prescribe guaranty fees * * *.” 
What do you visualize there? 

Mr. Ror. That the Board could prescribe the fee that would be 
paid to the Government as a consideration for the guaranty, just as 
the RFC had an overriding fee, I believe, typically one-half of 1 per- 
cent, over and above the interest rate paid to the private banks as the 
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fee for the RFC loan. I think that is what is contemplated by the 
Board prescribing fees. 

Senator Brexe. I don’t understand that “guaranty fees.” There is 
a lot about this banking that I don’t understand and I am always over- 
drawn and I have constant reminders of it from the bank. That is 
about the limit of my experience. 

What type of guaranty fee would be involved if the X local service 
carrier goes to the Y bank and gets a loan of $550,000 to buy an F-27 
plane. What type of guaranty fee would be envisioned there? 

Mr. Roru. Just by way of illustration, assume that the carrier will 
pay 5 percent interest to the bank. In addition to that 5 percent inter- 
est payable to the bank he may be required to pay a half of one percent 
per annum to the United States Government as consideration for the 
Government’s guarantee of the loan. An analogy is the FHA loans on 
private homes where the 

Senator Brste. May I interrupt you right there? We are talking 
about 5 percent loans. If he has to pay a half of 1 percent, does that 
mean that he is paying 544 percent in effect ? 

Mr. Rorn. In that illustration; yes, sir. 

Senator Brats. Five percent goes to the individual bank and half 
of 1 percent comes to the Government for their consideration in guaran- 
teeing the loan ? 

Mr. Roru. Yes, sir. 

Senator Bratz. The next part of the sentence says: 

* * * and such other reasonable fees or charges as it may require in connection 
with guarantee of aircraft purchase loans * * * 

What does the CAB have in mind in that last part of the sentence? 
‘The Board shall prescribe such other reasonable fees or charges as it 
may require in connection with guaranty of aircraft purchase loans? 

Mr. Roru. I believe that is a catchall language that is probably 
found in some other similar forms of legislation, but to my knowledge 
the Board does not contemplate any other fees or charges over and 
above the guaranty fee at this time. 

Senator Briere. Is the idea of a half-of-1-percent fee to make the 
Government whole for cost of administration and other services that 
it performs? 

fr. Rorn. I think that is the general concept. 

Senator Bretx. As well as the fact that they might have to pick 
up some defaulted loans ? ; 

Mr. Rorn. Yes, sir, although we certainly hope there will not be 
any defaulted loans. The broad concept would be an endeavor to make 
the program self-supporting as far as the taxpayer is concerned, In 
other words, if this program is completely successful, it will not only 
accomplish its broad purpose of improving the equipment situation 
and the subsidy situation of the local service carrier, but we hope it 
will do so at no expense to the taxpayer. 
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Senator Bisse. If, as you testified, the guaranteed fees are to pay 
these charges and contingencies that you have mentioned, why do 
you put in this last catchall, as you suggest? Is that something over 
and above the guaranty fee? 

Mr. Rorn. The way it is worded it would certainly be over and 
above the guaranty fees. I am not aware of any contemplation that 
there would be any charges over and above the guaranty fee. That 
is some language that has in the past been used. 

Senator Bisnis. If I were a local service carrier, I would be a little 
worried about that catchall language. It would seem to catch a little 
more than guaranteed fees. 

Mr. Durree. Mr, Chairman, I would say that I don’t think the 
Board would have any problem with any revision of section 5. If 
that provision were interpreted to mean that the Board would pre- 
scribe the rates of interest by a rule, a general overall rule, I think that 
that language should be changed. 

Senator Braue. I would think it desirable possibly to recast that. 

Mr. Durrrr. When we deal with rates of interest, we are basically 
getting into costs of money. I assume that in each individual case, 
as it would affect the integrity of the carrier, the ability of the carrier, 
the earning position of the carrier, the capital structure of the carrier, 
what the cost of money would be to that carrier is a consideration 
which must be determined. I believe, at least in the utility regula- 
tions in a case by case method rather than by attempting to promulgate 
some rule saying that the interest rate should be so much. 

Senator Brste. I am sure that is not what you intend, but it seems to 
me that that is what you say. I think it might be a good suggestion, 
Mr. Chairman, if you would suggest possibly an amendment to that 
section 5. I think it can be clarified so that we avoid any misunder- 
standing. 

Mr. Durrer. If it develops during this hearing that there is any 
apprehension on the part of either the investment people or the car- 
riers as to the catchall provisions as to “such other reasonable fees 
and charges as it may require,” if that is a matter of substantial con- 
cern to the parties involved in this legislation 

Senator Brete. I didn’t point my suggestion as much to that as I 
did to the fact that this specifically says you shall prescribe rates of 
interest. I think that can very well be improved by some additional 
legislative change. 

Mr. Durrer. We will submit a proposed amendment to that. 

Senator Brete. Thank you. 

I think that is all, Mr. Chairman. We certainly appreciate your 
courtesy and your patience. You have covered the field very 
thoroughly. 

Mr. Durrer. We appreciate the opportunity of appearing before 
you. 
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(The following was submitted later :) 
APPENDIX 1 


Summary—Local service and Territorial carriers estimated subsidy accruing, 
fiscal years 1951-58 


[In thousands] 











Fiscal year Local Intra- Hawaiian Total 
service | Alaska 
| 
REL 1. chaz taacy.daikeeiesacss cheb secsas-->) cc acaagate $17, 310 $1, 376 | $48 $18, 734 
re eee ee Oates a twa aunhee deed 18, 990 2, 180 | 715 21, 885 
Bemasae ith caet 7, seers, i Ss iia tes. iss 21, 800 3,178 | 871 25, 849 
MA ee Sa Rea ai ea 24, 300 3, 400 | 689 28, 339 
Wome c cee tts TE? Sea Pee | 22,637 8, 074 | 203} 26, 004 
is cab sracas tae thee -edembeisdsdovinsb nach 4508 os 24, 910 | 2, 347 | 290 | 27, 547 
i niseteaetecitenteisnatpessdasaacarp hesugnsanecohee | 27, 196 | 2, 078 | 285 | 29, 559 
MOM lites. ste i iid a one. 27, 805 | 2088) Ls 29, 826 





Bee A ie igo. histiay | cae sane 19, 654 | 3, 191 | 207, 793 
} 





Nore.—Subsidy totals above ain on p. 2 do not include Alaska Airlines and Pacific | Northern Airline 
who operate both intra-Alaska and States-Alaska routes. 


Local service and Territorial carriers, estimated subsidy accruing to each 
carrier, fiscal years 1951-58 


{In thousands] 









































| 1951 | 1952 | 1953 | 1954 wi i-a9 1955 | 1956 | 1957 | 1958 
ST eT ee ett 
LOCAL SERVICE CARRIERS | 
Allegheny (formerly All b ampanioan) $1, 784 | $1,683 | $1,860 | $1,718 | $1,717 | $2,287 | $2,487 | $2, 536 
Bonanza 590 631 701 922} 815| 1,182] 1,275] 1,274 
Central____-_-._- 946 | 1,437 | 1,786} 1,709| 1,919 | 2,109} 2.250} 2/495 
a 572 SD, by 66 ten obel os ernse-ibpiees-t-4 lon 65am iNGabnteg heat 5 ute 
Frontier 2,428 | 2,618 | 2,795 | 2,780 | 2,555 | 2,477| 2,490] 2,485 
Lake Central 739 762 747 | 1,508] 1,423 | 1,361 | 1,450} 1,703 
Mid-West 396 205 |...- bocdaubals oe detec SP Se we z 
Mohawk (formerly Robinson) ----.-- 875 749 823 | 1,021 675 | 1,237 | 1,381 1, 376 
North Central (formerly Wisconsin | 
Reena Ae Te? | 3,218] 1,207] 2,115] 2,294/ 1,770} 1,375| 1,586| 2,113 
FOR tae en kestncs.t6scsecioh 796 | 2,077 | 2,249} 1,882) 1,806 | 2,241 | 2,733} 2,725 
MRE Gee, re 1, 160 820 | 1,548] 2,011} 1,979 | 2,088 | 2,469] 2,466 
Pioneer (Continental). -_._- Sree 1,064 | 1,003] 1,018] 1,205 | 1,234] 1,153 678 |... 
ME hg 1,387 | 1,925} 1,914) 1,901 | 1,706 | 1,716) 1,917] 1,958 
Semaeitee 782 831 946 | 1,101 75 | 11,3421 1,761 | 1,807 
I ee 1,584 | 1,579 | 1,505} 2,636 | 2,468) 2,534 | 2,888] 2,944 
MMM IRM 55 32312) as ae 652 612 | 1,521} 1,498 | 1,595] 1,808] 1,822] 1,923 
Wiggins_..._-_.. adh iCth Sha dSk26 337 24 272 ti... BLES. ACTER... 
MeO OOPS IAT ile i 17,310 | 18, 990 | 21, 800 | 24, 300 22, 687 [ 24, m0 2, 196 oT 27, 805 
INTRA-ALASKAN CARRIERS PSO me tae! tr ew. re “wee f ar ulate 
| j | 
Alaska Coastal. .............-.------ 88 202 357 342 336; 340| 312 307 
Dee. od 1h). 220k eke 4 36 55 56 54 50 2}. 
Cordova.......- aD es ere lies at 25 157 345 348 354 278 2738 271 
Na Ate hed tous 5... wus} 268 207 267 270 254 239 231 229 
Northern Consolidated__......._--_- 518 880 | 1,112} 1,137| 944 715 618 | 589 
US See Eke cals 24 8 39 91 57 ee 
PMN. desk bd ches ee 535 690 | 1,003 | 1,166 | 1,075 690 642 | 625 
tb Ss 5 cs Se i) kesh 1,376 | 2,180 3, 178 | 3, 400 3,074 | 2,347 | 2,078 8 | 2, 021 
HAWAIIAN CARRIERS a: me 7" Meas ee ae | _i 
Reineiaiielt) 258. Jo) Sy es oe 30 503 620 448 | 242] 240| 235] 
Trans-Pacific......---.-----.-- 18 212| 251 241| 51 50} 50 | 
= acc camel = piaeaeieatartiaees 
I sibcco piers! 43|  715| s71| o80| 203| 200 285 
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APPENDIX 2 


— service ener 





Calendar year | Calendar year 
1951! 1956 2 

Total SSVERIS DENTIO-TRUIOS TOWN... «5 5 n= hn ob gn cence nnctepénseponen 38, 730, 023 60, 529, 316 
Average length of plane a Gee ct Acetic hoo: tcc acis tse ed 70. 55 78. 86 
Revenue passengers carried (scheduled serv Re TO a coe ah 1, 480, 524 3, 454, 333 
Revenue passenger-miles (scheduled services) .................-.-.------- | 289, 644, 000 631, 621, 000 
“etm rereme Fone Ornes OF CIMINO Ss 8 kin oie See ELE } 31, 219, 296 66, 498, 360 
Total route-miles authorized (duplicated) - - —- Por ere 3 29, 439 4 38, 525 
Weighted average route mileage in operation (unduplicated) -. hits bade Senki) 21, 354 23, 611 
Average revenue passenger load (persons) -_.-_.___..-_----- oo 7. 63 10. 61 
Revenue passenger-miles per (weighted) route mile OE OP ircictgin yng bncal 37. 16 73. 09 
Revenue passengers per airport per day... -..--..--...---.---..--------- 10. 90 24. 51 
Revenue passengers per revenue plane departure............_-.-.-.--.-- 2.75 4. 58 
Average passenger journey (miles)... .............---..-.-.-.----------.- 195. 64 182. 85 
Total commercial operating revenues-_--_-__-__-_- a S mest $17, 888, 209 $43, 392, 973 
OE ME Shek vik nk be desddensccdak cops beoakece tell eee ladeedoeine $18, 106, 875 $24, 900, 746 
Breakeven peed per revenue plane- -mile (ee Ott) cu41a.102 ic teranrel i. 46. 76 41. 14 
Ratio, breakeven need to commercial revenue. ace Steel 1.01 . 57 
Subsidy -- Wecebe dna ahadasooh> ; | § $17,310, 000 6 $27, 196, 000 

Serviee mail pay. -..- Sk Eek 67<-taeeee Ss 2 oe 5 $1, 151, 000 6 $1) 259, 000 
Total ubade e ai service mail pay- bebe beste ceedeth aces ES eteee aes 5 $18, 461, 000 6 $28, 455, 000 





2  Rabades the ananeue 13 Sadsnanienite operating local service carriers plus the follow- 
ing: Empire Airlines which was merged into West Coast in 1952; Mid-Continent (Braniff) 
Route No. 106 which is now authorized to Ozark ; Pioneer Route No. 64 which was acquired 
by cena ntal; and Mid-West Airlines and Wiggins Airways whose certificates were not 
renewe 

* Covering the present 13 independently operating local service carriers: Allegheny, 
Bonanza, Central, Frontier, Lake Central, Mohawk, North Central, Ozark, Piedmont, 
Southern, Southwest, Trans-Texas, and West Coast. 

3 As of Dee. : $1, 1951. From CAB records. 

* As of Dec. 31, 1956. From CAB records. 

5 Fiscal 1961. 


* Includes Continental Route No. 64 (formerly Pioneer). ‘Totals are for fiscal 1957 


APPENDIX 3 


Long-term debt, net worth, and total invested capital, local service, intra-Alaska 
and Hawaiian carriers, as at Dee. 31, 1956 


{In thousands of dollars] 

















Long- | Net Total 
Carrier term worth invested 
| debt! bist ae capital 
LOCAL SERVICE (DOMESTIC) | 
heehee, Mis eee, TOG... cen inaye- tens snd= <p ere oem htaespics $1, bs $970 $2, 329 
SE SE, TO cna. g acon cancan gc ewanebdnn dabei eee | 866 1, 064 
Central Airlines, Inc... .-- awa tokae tele onal 286 518 804 
Frontier Airlines, Wet orl tn - le sph cd deieteetctihled chad 455 561 1, 016 
Lake Central Airlines, ede enna Pea 430 | (11) 419 
Mohawk Airlines, Inc... 3 i 4, 713 | 875 5, 588 
North Central Airlines, Ws S2s1.-.-4D 526 1, 147 1, 673 
Ozark Airlines, Ine-- wbigint | 547 642 | 1, 189 
Piedmont Aviation, Ine ee 625 1, 748 2, 373 
Southern Airways, Ine... oil 244 673 917 
Southwest Airways Co -+--| 1,190 | 1, 626 2, 816 
Trans-Texas Airways - al 367 845 1, 212 
West Coast Airlines, Inc...._.-- --+| 318 791 1, 109 
ALASKA 
| 
Alaska Coastal Airlines..........._. 4 126 | 350 476 
Cordova Airlines, Inc...-......- 220 | 177 397 
Ellis Air Lines__- sessed nieniliaeh ellie | 71 | 444 515 
Northern Consolidated Airlines, Inc. - shoeeu il oeou 379 782 1, 161 
Reeve Aleutian Airways, Inc. -_-._..-..-..-----. 55 ot .| seni 332 332 
Wien Alaska Airlines, Inc. .-- $-2-peal 304 519 823 
HAWAII | 
Hawaiian Airlines, Ltd nsec dneidiatietdintt cen minae . 1, 860 1, 716 3, 576 
Trans-Pacific Airlines, ieee a (49) (15) 








1 Total of ining: term debt and notes payable. 


Note.— Parentheses denote negative amount. 
Source: CAB form 41 reports of the carriers. 
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Senator Bree. We are very glad to have had you. 

I have been advised that Delegate Burns of Hawaii has come over 
to make a presentation. He does have a complete afternoon of com- 
mitments. If it doesn’t disrupt you too much, Mr. Henry, I would 
be very happy to accomodate the Delegate. We are very close to the 
recess time. I frankly rather doubt that we can complete your com- 
plete presentation before we recess for lunch any way. I see, in thumb- 
ing through it hurriedly, it is some 17 pages long. I doubt if we could 
complete that this morning. 

Mr. Henry. I would be very happy to defer to the Delegate from 
Hawaii. 

Senator Bratz. It would be appreciated by the Chair. You will be 
heard as the first witness this afternoon at 2:30 p. m. 

Mr. Henry. Thank you, Mr. Chairman. 

Senator Bratz. Mr. Delegate, we are very happy to have you. 


STATEMENT OF HON. JOHN A. BURNS, DELEGATE TO THE CONGRESS 
FROM THE TERRITORY OF HAWAII 


Mr. Burns. Mr. Chairman, I am John A. Burns, the Delegate to the 
Congress from Hawaii. 


I appear in this matter on behalf of the people of Hawaii, who have 
a great deal of interest in it. 

I have in my possession an official copy of a resolution adopted by 
the Legislature of Hawaii supporting just such legislation as you have 
before you and which I would like to furnish for the record. 

Senator Brste. That will be made a part of the record as a part of 
your statement. 

(The resolution referred to follows :) 


TERRITORY OF HAWAII 


OFFICE OF THE SECRETARY 


This is to certify that the attached copy of Joint Resolution 46, enacted by the 
Legislature of the Territory of Hawaii in its regular session of 1957, is a true 
and correct copy of the original which is on file in this office. 

In witness whereof I have hereunto set my hand and caused the great seal 
of the Territory of Hawaii to be affixed. 

Done at Iolani Palace, in Honolulu, this 13th day of June A. D,. 1957. 


(Signed) Farrant L. Turner, 
(Typed) FarrRant L. TURNER, 
Secretary of Havaii. 


[Joint Resolution 46; S. J. Res. 25] 


JOINT RESOLUTION MEMORIALIZING THE CONGRESS OF THE UNITED STATES TO ENACT 
LEGISLATION FOR EXTENSION OF FEDERAL GUARANTIES FOR PURCHASE OF NEW 
FLIGHT EQUIPMENT BY TERRITORIAL SCHEDULED AIRLINES 


Whereas air transportation within the islands of the Territory of Hawaii 
is essential to the well-being and welfare of the population of all the islands; and 

Whereas the Territory of Hawaii is uniquely dependent on air transportation 
for the movement of passengers between islands and for the conduct of their 
daily business; and 

Whereas the progress of air transportation within the islands is in the interest 
of the commerce and the defense of the Territory ; and 

Whereas the Civil Aeronautics Board has been reported to be prepared to 
recommend to the Congress of the United States a program whereby the Federal 
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Government will guarantee scheduled airlines’ purchases of new flight equipment : 
Now, therefore, be it enacted by the Legislature of the Territory of Hawaii: 

Section 1. That the Congress of the United States be and hereby is memo- 
rialized to enact legislation for the purpose of helping Territorial scheduled 
airlines to obtain new flight equipment through extension of Federal guaranties 
for purchase of such equipment. 

Sec. 2. That certified copies of this joint resolution be forthwith transmitted 
to the President of the United States, to the President of the Senate, to the 
Speaker of the House of Representatives and to the respecitve chairmen of the 
Committees on Interior and Insular Affairs and to the Committees on Interstate 
and Foreign Commerce of the Congress of the United States, to the Chairman 
of the Civil Aeronautics Board and to the Delegate to Congress from Hawaii. 

Sec. 3. This joint resolution shall take effect upon its approval. 

Approved this 7th day of June 1957. 

SAMUEL WILDER KING, 
Governor of the Territory of Hawaii. 


Mr. Burns. Very briefly, the people of Hawaii are dependent to 
a great means on air transportation. That is our only transportation 
between our islands. Consequently, we have a great deal of interest 
in this legislation because it will be of material help to the two local 
airlines, both Trans-Pacific Airlines and to the Wien Airlines. 

Each of these companies has operated under considerable difficulties 
over the past few years. When it comes to a job of getting capital 
money to buy their necessary new equipment and to improve and to 
continue to maintain their means of transportation, their planes and 
equipment in as high as possible a state of excellence as should be, they 
have run into considerable difficulties. 

This legislation would be of material benefit to the people of 
Hawaii, and to the airlines which are our sole means of transportation 
of persons and our great means of transportation of materials between. 
the islands. We do have barge service, we do have some ship service 
in the transportation of sugar and other heavy materials, but beyond 
that we are utterly dependent upon air transportation. 

I believe I would heartily recommend, althou h I am not particu- 
larly conversant with the entire bill—it has just been drawn to my at- 
tention—I would like to urge upon the committee favorable considera- 
tion of legislation in line with the purposes of this bill. 

Senator Brste. Thank you very much Delegate Burns. As I under- 
stand it, you have two local service carriers in the Hawaiian Islands. 

Mr. Burns. That is correct. 

Senator Brete. And I believe that we have received some testimony 
to the effect that you have 15 DC-—3 aircraft. 

Mr. Burns. Yes, sir. 

Senator Brete. You are desirous to see that this legislation be 
passed so that they can get into an improved and better method of 
transportation. 

Mr. Burns. Specifically that is true. We are operating DC-3 craft 
which years ago were supposed to be replaced, and then the order re- 
placing them was removed because they are safe transportation, but 
they are not the best transportation we can afford, nor the most 
economic. 

Senator Birnie. We are certainly glad to have the advantage of your 
testimony here. You can rest assured that this bill will receive very 
very careful consideration of the committee. 

Mr. Burns. I appreciate that. May I also extend my thanks to Mr. 
Henry for yielding to me, and for your courtesy and generosity. I 
appreciate it very much. 
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Senator Bratz. Thank you. 

I think the hour is so close to recess time that there would be no 
particular purpose served in commencing on Mr. Henry’s testimony. 
Accordingly, we will stand in recess until 2: 30 this afternoon. 

(Thereupon, at 12:12 p. m., the subcommittee was adjourned, to 
reconvene at 2: 30 p. m. this date.) 


AFTERNOON SESSION 


Senator Brete. The next witness will be G. Robert Henry, executive 
vice president, Bonanza Airlines, Las Vegas, Nev. 

It is a pleasure to me to individually welcome you, Mr. Henry. I 
know of the sterling work that you have done on our one and only 
feeder line. I think a great deal of its success depends and is attribut- 
able directly to your fine efforts. 


STATEMENT OF G. ROBERT HENRY, EXECUTIVE VICE PRESIDENT, 
BONANZA AIR LINES, INC. 


Mr. Henry. Thank you very much, Senator. 

Everyone in Bonanza has done a great deal for the company. 

Senator Bible and other members of this committee, my name is 
Robert Henry. I am executive vice president of Bonanza Air Lines, 
and I appear before you here today on behalf of that company. I am 
extremely grateful to you for this opportunity. 

Bonanza, as you know, I am sure, is a local service air carrier pro- 
viding scheduled passenger, mail, and property service in the States 
of Nevada, Arizona, and California. And we have recently been 
authorized by the Civil Aeronautics Board to extend our air services 
into the State of Utah. 

We appear here today in support of legislation proposed to Congress 
by the Civil Aeronautics Board to facilitate a reequipment program 
within the local and Territorial air service industry. 

The end purpose for which this legislation is proposed is, as we see 
it, twofold. In the first place it will be of direct and very substantial 
benefit to the American public. As things now stand the millions of 
people in some 500 cities utilizing the air services of the local and Terri- 
torial airlines are pretty largely condemned to flying in obsolete, hand- 
me-down trunkline equipment—equipment that was developed in 1935, 
or 22 years ago. It is slow, cramped, unpressurized, and uneconomic. 
This situation will continue to exist because few if any local carriers 
will be able to arrange for the financing necessary to replace these 
obsolete aircraft with modern and more economic aircraft. In the 
second place this proposed legislation would, if adopted, lead to a 
drastic reduction in the subsidy payments required for this industry, 
by enabling the local and Territorial airlines to obtain more economic 
equipment—equipment that can be operated at a substantially lower 
unit cost, and which will attract a substantially greater volume of 
traffic. 

In our judgment the subsidy required for this industry can be elim- 
inated through two principal courses of action. The first is route 
strengthening; the second is an equipment replacement program that 
will make it possible for these carriers to obtain a modern and eco- 
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nomic aircraft that will attract more traffic, and enable us to service 
that traffic efficiently. 

We believe this to be the program that the Civil Aeronautics Board 
itself is pursuing. We believe that this legislation is an essential 
part of that program. 

There is no doubt in our mind about the Board’s determination to 
eliminate the subsidy needs of this industry, and to do so in a manner 
wholly consistent with the air transportation public service needs of 
this Nation. I think you will find that throughout the country, as 
opportunities present themselves to the Board in route proceedings, 
the Board is making every effort to strengthen the route structure 
of the local service carriers in every way that is reasonably consonant 
with the general character of this echelon of our air transport net- 
work. That is one of the Board’s basic responsibilities, and it seems 
to us that they are meeting it with a great deal of reason and courage. 

The Board also has another major responsibility and that is to 
recommend needed legislation to the Congress. In creating the Civil 
Aeronautics Board, Congress impressed upon the Board the major 
responsibility for developing a sound air transportation system in 
the interests of the commerce, the postal service and the national 
defense. They are the expert body that you have created to handle 
the enormous and highly complex problems of civil aviation m order 
that this country would have an air transportation industry second 
to none. I’m sure you will agree that this has been achieved and is 
being maintained. But in furtherance of this continuing responsi- 
bility, it is incumbent upon the Board to recommend to Congress 
such legislation as the Board in its judgment deems necessary to 
serve and promote the purposes for which the Board was created. 

Here, too, we believe the Board has fully and aggressively met 
its responsibilities. This legislation before you today is notably il- 
lustrative of the Board’s diligent adherence to this responsibility. 
This was no industry proposal. This was conceived, developed, and 
presented by the Civil Aeronautics Board. They have wrestled long 
and hard with the problem of subsidy; and they believe that the 
proposed legislation will contribute materially toward the elimina- 
tion of subsidy. Bonanza believes the proposal to be sound. We be- 
lieve that it will accomplish its purpose. We are indeed grateful to 
the Board for the initiative and vision that is here reflected. We 
are extremely pleased with their deep interest in the future welfare 
of this industry and in the public that it serves. 

The Board has known now for a long time that, as a practical 
matter, it would be impossible for the local service industry to be- 
come subsidy free, so long as a substantial portion of its operations 
are performed with DC-3 equipment. The Board has endeavored 
to induce the manufacturing industry to build a replacement for 
the DC-3 aircraft. Bonanza itself, along with others in this in- 
dustry, has participated in this effort. On several occasions. too, 
the Board has sought prototype legislation for the purpose of pro- 
viding the local service industry with a modern aircraft suited to 
their economic and traffic needs. 

Bonanza has made a rather comprehensive analysis of the DC-3’s 
and other types of equipment that might be considered as a possi- 
bility for the DC-3 replacement in our type of operation. I would 
like to leave with this committee copies of that study, but I would 
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a Eee to tell you briefly what it shows. I have left it with the 
clerk. 

Senator Bratz. This will be used by the committee as a reference. 
You may feel free to comment on it. 

Mr. Henry. On page 6, and also on chart 6, the most important 
thing that it shows, respecting the DC-3’s, is that the local service 
industry would have to have an average load factor of 98 percent be- 
fore it could obtain sufficient commercial revenues to meet its cost of 
operations. That, as you can well imagine, is wholly unattainable. 
More than that, however, it is even unapproachable. Even today, the 
trunkline industry, with its extremely heavily traveled route network, 
is able to obtain an average load factor of only about 65 percent. 

I realize that you have heard a somewhat different figure on the 
load factor that would be required for the DC-3 operators to break 
even. I merely want to point out that the 78 percent load factor fig- 
ure used by Colonel Adams, and taken from the Gotch & Crawford 
study, is an ultraconservative appraisal of the uneconomic character 
of the DC-3. Our cost analysis of this problem is identical to that 
which we use in route cases before the Civil Aeronautics Board where 
we are forecasting the anticipated costs related to the new route which 
we propose. 

Senator Brate. I believe Chairman Durfee said that the estimated 
break-even point of the DC-3 operations would be at least 75 percent 
and may reach as high as 90 to 100 percent load factor. Do you agree 
with that statement ? 

Mr. Henry. No, I do not, for the reason that I am going to point 
out. 

Senator Briere. You point that out later ? 

Mr. Henry. His 75 percent for domestic local carriers is similar in 
its development to that used by Gotch & Crawford which Colonel 
Adams quoted to you. 

Senator Brste. Very well. 

Mr. Henry. We have found, as has the Board’s staff, that as your 
traffic volume increases, there are also some indirect cost increases that 
result therefrom. Our study here reflects those costs. On the other 
hand, the Gotch & Crawford study does not reflect such costs. 

It is true, Senator, that the 75 percent used by Chairman Durfee 
also has that same attendant problem. Neither the Gotch & Crawford 
study nor Chairman Durfee’s 75 percent figure includes these addi- 
tional cost increases that you incur as your load factor builds up to 
meet this break-even point. 

Senator Bratz. Of course Chairman Durfee’s was a minimum, as I 
read his statement. It was at least 75 percent and may reach as high 
as 90 to 100 percent. 

Mr. Henry. Our 98 percent figure was computed as the average 
load factor required by the DC-3 local service carriers. So to that 
extent we feel that the Gotch & Crawford study understates the aver- 
age break-even need load factor of the DC-—3 carriers. In any event, 
as Colonel Adams has shown you, even a 78 percent load factor in the 
local service industry is unattainable; and the 98 percent which our 
analysis shows to be required is certainly beyond all possibility. 

Our analysis of the Fairchild F-27 jetprop aircraft, a copy of which 
I have given you, shows on pages 13 and 14, and on chart 12, the eco- 
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nomic effect of the F-27 on Bonanza’s operation. We took the existin 
route system—without any assumption of route strengthening—an 
then forecast the results to be experienced after the introduction of 
three F-27’s into the operation. 

Senator Brstx. You have three F-27’s under order now? 

Mr. Henry. Yes, sir. 

Senator Brste. When will you take delivery ? 

Mr. Henry. They are scheduled for delivery in January, February, 
and March of 1958. 

Senator Brste. Does this study reflect the new segment that you have 
been granted, to Salt Lake City ? 

Mr. Henry. No, it does not. It was made before we had the Phoenix- 
Salt Lake or Apple Valley segment. So the study does not include 
those. 

The analysis shows that in the first full year of normal operation, 
following a reasonable shakedown and integration period, Bonanza’s 
break-even need subsidy requirements would be cut nearly in half. 
This is not yet the elimination of subsidy, but it is remarkable pro- 
gress. Bonanza’s operation will be on its soundest economic footing 
when the DC-3’s are entirely replaced. Three F-27’s will reduce the 
subsidy substantially. Three more will reduce it substantially further. 
Six F-27’s are considered to be the very minimum number required 
for our operation. 

Senator Brste. How many DC-—3’s do you fly in your operation ? 

Mr. Henry. We now fly nine. 

We have obtained financial commitments for the first three of these 
aircraft, but the terms may well be unduly harsh, for these have not 
been finally resolved. 

The seat-mile cost of the F-27 is one-third lower than that of the 
DC-3. The DC-3, by its enormous contrast with modern aircraft, 
is rapidly reaching the point where it will actually discourage air 
travel. The F-27, with all of its advantages of speed, air-condition- 
ing, pressurization, remarkably low-noise level, and the vibration-free 
characteristics of the jet aircraft, will attract a substantially larger 
volume of air traffic. 

Senator Brste. What is the proven speed of the F-27? Is it 280 
miles per hour ? 

Mr. Henry. It is upward of 280. It is in the 300 miles an hour 
class. 

However, there is as you know a substantial difference between the 
capital cost of an antiquated, war-surplus, uneconomic DC-3, and a 
truly modern and economic aircraft. 

Senator Bisse. Is the figure of $550,000 a realistic figure for the 
F-27’s¢ 

Mr. Henry. Our price was $540,000. They are now priced at $590,- 
000, and they will undoubtedly go still higher. That is just the base 
aircraft without the air-conditioning, without the underwing refueling 
system, without the radio equipment installations that are necessary. 
And that price does not include spare engines or parts. It wiil come 
closer to $700,000 fully equipped. 

Senator Brstr. The F-27 that you put in operation in the spring 
on your bonanza route will stand in the neighborhood of $700,000 
when fully equipped for use ? 
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Mr. Henry. I think I am a little high on that. I think it will be 
naa to $650,000, fully equipped, and including spare engines and 

rts. 

Senator Bratz. That will be the ship that you are going to use? 

Mr. Henry. That is right. . : ae 

Senator Brsxe. With air-conditioning, radio, and any other equip- 
ment after you take delivery ? 

Mr. Henry. That is right. All of these things we have already 
ordered. We have ordered the air-conditioning, radio equipment, and 
everything else. 

Senator Bratz. Thank you. 

_Mr. Henry. The problem of financing these much more expensive 
aircraft becomes monumental. It is true of course that the entire in- 
dustry faces this problem as we move into the jet era. It is not true, 
however, that all of us are similarly or equally well-equipped to meet 
that problem. When the trunk carriers approach lending institutions 
to meet that problem, they approach them with a comfortable record 
of earnings. We approach them with a very uncomfortable record 
of losses. The trunks approach them with a need sufficiently sizable 
to offer the lending institutions the prospect of highly profitable bene- 
fits. We offer them very meager and very limited opportunities. 

The trunk industry is now dealing in commitments exceeding $2 
billion. Ours is but an infinitesimal part of such an amount. The 
trunks seek financing for aircraft that have a worldwide resale market 
of enormous proportions. We seek aircraft that are tailored to serve 
the very limited needs of a very limited number of local service or 
short-haul carriers, and consequently have a very limited resale mar- 
ket. Acceptance by the major trunklines of this Nation of a partic- 
ular type of aint creates a world market for that aircraft, and the 
lending institutions are well aware of that fact. Acceptance by a small 
local service carrier of a particular type of aircraft merely makes the 
lending institution wonder whether or not the aircraft will prove to be 
successful. Our own analysis of the F-27 convinces us beyond any 
doubt of the economic adaptability of this aircraft to our type of 
operation. But the conviction of an operating management in this 
field is entirely different from the conviction of bankers with limited 
analytical resources for this type of problem. This is aggravated 
by the fact that the bankers now have virtually unlimited demands on 
their money. The money market is extremely tight. It is a truly 
discouraging matter to try to concern them with our relative minor 
problems of finance. } ; 

Senator Bretz. Did you have great difficulty in securing the financ- 
ing for the three F-27’s that you now have on order ? 

r. Henry. We have had considerable difficulty with that, Senator. 
As I said a minute ago, we haven’t yet finally resolved all the prob- 
lems. We have not agreed on the terms yet. I daresay it is quite likely 
that the terms onda ke extremely difficult. 

Senator Brste. What is the length of time of repayment of such a 
loan? Five years? ; 

Mr. Henry. Five years. That in itself is quite a sizable problem to 
us because there isn’t any chance in our judgment that the Board will 
establish a depreciation policy for a 5-year service life. Therefore, 
the paybacks will be an enormous problem over 5 years. 

Senator Bratz. What is the anticipated useful life of an F-27 ? 
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Mr. Henry. I would say the service life that would be accepted by 
the CAB for depreciation purposes would be somewhere between 7 and 
10 years; not less than 7 and not more than 10. But they have not 
yet resolved that problem. Actually, we will have the aireraft long 

yond that. There is no question about that. But that is the standard 
policy. No one ever really knows for certain. But we feel confident 
that they will live beyond that time. 

Senator Biste. What is the rate of interest paid at the present time 
for this type loan ¢ 

Mr. Henry. We haven’t agreed upon that, sir. We haven’t settled 
on the interest. The commitment says “the then prevailing rates of 
interest” whenever this is finally settled. And I can’t tell you what 
that interest rate will be. 

Senator Brste. What isthe range? Five to six percent ? 

Mr. Henry. No range has been defined. In this specific loan, no 
range has been defined. 

Senator Bratz. You are going to take delivery of these planes in 
April or May of next year ? 

Mr. Henry. They are scheduled for the first quarter of next year. 

Senator Bistz. That is the first 3 months of next year ? 

Mr. Henry. Yes, sir. And we must have our financial situation 
settled before that time because that is when the major payment comes, 
on delivery of the aircraft. 

Senator Bratz. What you are saying is that you have not completed 
your financial arrangements for the delivery of the three F-27’s? 

Mr. Henry. That is true, we have a firm commitment but have not 
yet finalized the offer. 

Senator Biste. Nor have you finally determined the rate of interest 
for the F-27’s? 

Mr. Henry. That is true. We have commitments. They are not 
complete. The terms are not finalized. 

Senator Brstz. You have determined that the term of the loan is to 
be 5 years? 

Mr. Henry. That was spelled out ; yes, sir. 

Senator Brete. Thank you. 

Mr. Henry. There are numerous problems in connection with this 
financing. Nevertheless, we must have new aircraft; for without them, 
these things cannot be changed. We must have new aircraft to become 
self-sufficient. We must have new aircraft to establish an earnings 
record. We must have them to reflect economic health and stability. 
We must have them if we are going to expand our services and to 
develop the traffic. We must have new aircraft if we are going to 
properly serve the public. 

Now I would like to discuss the concept of this bill for a moment. 
It does not and will not require the Government to make payments 
on the money borrowed under this guaranty. That is our judgment 
of this matter. Such a situation would arise only in the event that 
the borrowing airline failed to make good on its own repayment obliga- 
tions under the terms of the loan. I do not know of a single instance 
where any scheduled airline of this Nation has failed to make repay- 
ment of moneys borrowed for the purchase of equipment; nor is there 
any reason to believe that such a situation will ever arise in the future. 
There does not, therefore, appear to be the remotest prospect that the 
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Government would ever be obligated under this legislation to take over 
a carrier’s payments. 

Senaor Brexe. In your negotiations for the loans that you have se- 
cured for the F-27’s, has the banking institution indicated that they 
would be more favorably inclined if they had a Government guaranty 
back of it ¢ 

Mr. Henry. Our people have talked to several banking institutions 
and that point has been made unmistakably clear, that with the benefit 
of this loan we should have no difficulty. Without it, our problems 
would be extremely difficult. 

Senator Brstz. What you are saying then, if I may paraphrase it, 
that if Bonanza went to the First National Bank of Nevada and asked 
for a loan, and they were told that although they might turn them 
down if it was not Government guaranteed, they might give it to them 
if it was Government guaranteed, is that correct ? 

Mr. Henry. That is the gist of what I am saying; yes, sir. 

My second point regarding the concept of this proposed legislation 
is that all borrowing under this law would be under Government 
supervision, or more specifically, under the supervision of the Civil 
Aeronautics Board; and such supervision would clearly go to the 
purpose, amount, and duration of such loans. No borrowing could be 
undertaken under this law without prior CAB evaluation and ap- 
proval. Thus the borrowing would be under the careful and expert 
supervision of the agency which Congress has charged with responsi- 
bility for the development and economic soundness of the airline 
industry. 

Senator Bratz. You don’t visualize there that the Board would, 
in effect, prescribe the interest rates? Do you construe that section 
to mean that? 

Mr. Henry. Having listened to the testimony and the questioning 
this morning I would say that the Board did not propose to prescribe 
it but they would at least like to retain a veto power over an unreason- 
ably high interest rate. 

Senator Biste. It was more in the nature of a review than the setting 
of a rate, is that correct ? 

Mr. Henry. Yes, sir, so they could either approve or disapprove 
if it were unreasonable. 

My next point is that this proposed law does not place any really 
new or substantially different obligation upon the Government than 
already exists under present law—the Civil Aeronautics Act of 1938, 
as amended. Under the subsidy provisions of that act, the Govern- 
ment already insures, in effect, that the carriers will be provided with 
such moneys as are necessary under honest, economical, and efficient 
management to enable the carriers to provide the air services to the 
public that the CAB finds required for the public convenience and 
necessity. The “public convenience and necessity” embraces those 
services found by the Board to be required in the interest of the com- 
merce of the United States, the postal service or the national defense. 

This existing guarantee of the moneys found necessary to insure 
the provision of these public services includes such moneys as are 
necessary to cover the cost of new equipment. Such moneys are nor- 
mally provided to the carrier by the CAB through a depreciation 
allowance which allows the carriers the recovery of most of the capital 
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cost of the new aircraft over a period of time geared to the recognized 
service life of the aircraft. This guarantee extends of course only to 
so-called subsidized carriers, in other words to those carriers whose 
routes and operations do not enable them to earn sufficient revenues to 
cover the reasonable cost of their operation and to earn a reasonable 
return on their investment. 

By virtue of this Government support, among other things, the 
major trunklines of the country were able to establish an earnin 
record sufficient to permit them to attract enough equity and debt 
capital to finance the purchase of new airplanes. 

Perhaps of even greater significance then the availability of subsidy, 
however, is the fact that the trunklines were operating over the major, 
high density traffic routes of the Nation. There were no profitable 
air routes except those operated by the trunks, and there was wide- 
spread optimism over the future growth of air transportation—a 
growth which would accrue largely to the benefit of the trunk carriers 
because of these extremely profitable routes. To illustrate the signi- 
ficance of this point, as it has actually developed, American Airlines 
alone, now flies nearly eight times as many revenue passenger-miles 
as the entire local service industry. Yet, the local industry flies more 
revenue passenger-miles today than did the entire trunkline industry 
in 1938. 

In any event, I am sure that lending institutions never questioned 
this Government’s determination to keep those trunk airlines in 
business, or ever questioned the ultimate profitability of the routes be- 
ing operated by the trunks. I think you must know that their attitude 
and confidence is totally unlike that with respect to the local service 
industry. 

The earnings record of the local service industry operating a type 
aircraft that is neither economic, modern, or otherwise attractive to 
the public and the relatively lean-appearing traffic prospects of our 
route structure have been such that the local-service industry has 
been unable to establish any credit position in financial circles suitable 
for the financing of a really effective reequipment program for the 
replacement of the DC-3. The subsidy guaranty is still in the law; 
but. banking circles have no understanding of it or any warmth for it 
in its relation to the relatively small, relatively localized, and relative- 
ly unknown local-carrier industry with a wholly inadequate earnings 
record. 

For many years this local industry was classified as temporary and 
experimental. Despite permanent certification—which I will discuss 
in a moment—that concept has not been entirely erased. Our depend- 
ence upon subsidy keeps that question mark as to our permanency 
vividly alive in the minds of the banking institutions; and, I might 
add, we have no “big business” reputation upon which we can trade 
at the lending institutions. The nature of the business is not under- 
stood by the banks. 

We sorely need the stature and assurance that can be provided by a 
Government guaranty bill such as this. Although this bill does not 
in substance provide for anything that does not already really exist, 
it recasts this guaranty in a new form—a form which lending insti- 
tutions can readily understand—a form on which they will readily 
rely. They simply do not understand the present law against the back- 
drop of the local service industry. 
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The proposed guaranty makes the matter of a guaranteed repay- 
ment unmistakably clear and it is now quite certain that they will 
readily lend money to the local service carriers under the proposed 
new law. Moreover, we believe they will lend it a lower cost to the 
carrier, and they will lend it for a sufficiently long period of time to 
permit repayments out of the cash flow from depreciation. 

Senator Braz. Is that period of time 10 years, as you see it? 

Mr. Henry. From 7 to 10. 

The Board’s depreciation policy will undoubtedly require the 
amortization of the aircraft over a period of from 7 to 10 years, and 
for this reason it is essential that the loan paybacks be scheduled 
over a similar period. 

Also under the bill, there is nothing mandatory about reliance upon 
this ns arrceen Asa matter of fact, under this proposal a carrier can- 
not rely upon this legislation if it can obtain its financing under 
reasonable conditions elsewhere. 

Senator Bratz. Right at that point, if I understand your testimony 
correctly, you are going to be in bad shape unless you do have this 
legislation ¢ 

Mr. Henry. I think that is true for many local service carriers. I 
think it is perfectly apparent. But we cannot use this legislation 
unless the Board is satisfied that we are in bad shape; that we can’t 
obtain our money elsewhere. 

Senator Brste. But your statement is that you will have great if not 
insurmountable difficulty in obtaining your money elsewhere / 

Mr. Henry. That is true, so I think we would have no difficulty 
in convincing the CAB that we would need to rely on the legislation. 
That may not be true of all carriers. I think it will be true of most of 
the local-service carriers. 

The Board itself would have to be reasonably satisfied that reliance 
upon this legislation for the purpose of financing is necessary. 

I want to touch briefly on the subject of the permanent certification 
legislation which the Congress passed in our behalf in May 1955. 
The individual carriers in the local-service group had somewhat varied 
ideas as to the manner in which permanent certification would aid our 
industry, but we were generally in accord that the elimination of our 
tenuous status would make a substantial contribution toward the 
solution of most of the problems facing us—as we then knew them. 
We had constantly recurring certificate renewal proceeding costs, rang- 
ing from $50,000 to $100,000 in each case. We had difficulty entering 
into any long-range contracts; it was not reasonable to contract for 
large supplies of engines and spare parts and thus obtain the cost re- 
duction that results from quantity orders. Morale was at low ebb, and 
employee efficiency left a great deal to be desired. There was no se- 
curity, and there was mighty little stability, either in the airlines or in 
communities where reliance on our continued service was a critical 
factor. The financing problems that we faced were unbelievable. 
Now I simply want to say, in this respect, that we are deeply grateful 
to Congress ei that legislation, for it has, in fact, cured most of those 


problems. Within our operations we have employee security and 
stability ; we have adopted a retirement program; we make long-range 
commitments; we take advantage of volume price breaks; we have 
greater efficiency ; and we have been able to arrange and have arranged 
the financing for additional DC—3 aircraft and other less costly proj- 
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ects. Permanent certification put to an end the very large question of 
whether this industry should 5 dissolved or not. 

I bring this up, not only to take this opportunity to thank you for 
what you did for us, but also because I know that you must wonder 
why this has not also resolved all of our financing problems. For 
obviously if it had, we would not be here today. 

Senator Bretz. That was one of the positions that was taken by the 
local service carriers. At the time of the presentation of the bill it was 
that this would enable them to secure long-term financing; is that 
correct ? 

Mr. Henry. I think that is generally true, Senator. 

Senator Bratz. I suppose that your experience since 1955 has proven 
that permanent certification was not the complete answer. 

Mr. Henry. That is part of it. It enabled us, I think, to overcome 
the financing problems that we faced at that time. I think it enabled 
us to overcome them for the most part. The financing problems that 
we faced at that time were not the same as today. 

Senator Brsie. Of course at that time you were also attempting to 
get out of DC-—3’s into a higher class aircraft. 

Mr. Henry. There was no place to go. There was not another air- 
plane to go to. That is the point I want to bring out. 

Senator Brete. Wasn’t there testimony before this committee in 
1955 that you intended going into F-27’s¢? Or am I wrong? 

Mr. Henry. I am almost positive there was not. I don’t believe 
the F-27 was in the picture at all at that time. 

Senator Brie. You may continue. 

Mr. Hunry. There are several reasons why it has not, but I'll dis- 
cuss only the principal ones. In the first place it did solve the major 
financing problems that we then faced. It enabled us to buy such 
additional DC-3’s as were required—aircraft that had increased in 
price from around $30,000 to about $140,000. Purchases of these 
aircraft were necessary because they were the only aircraft suitable 
for our operation that were available or even in sight. 

The problem in this respect that brings us here today is quite dif- 
ferent from the one that confronted us on permanent. certification. 
A replacement for the DC-3 at that time was no more than a cher- 
ished dream. There was nothing tangible that could be foreseen 
as the logical or probable replacement for the DC-3. Nor was there 
any way in which we could affix a price tag to this mythical image. 
That is our problem. For today aircraft are being built to replace 
the DC-3, and the price leaves nothing to the imagination. The 
replacement aircraft, with spare engines and spare parts, is well 
over six times as great as the price we were paying for DC-3’s and 
spares when we urged our permanent certification. This is partly 
due to air transportation’s very sudden and very unexpected emer- 
gence in the jet era, and it is partly due to the cost increase in aircraft 
manufacturing. 

Nevertheless it is here, and it poses a wholly unanticipated problem 
in financing. Moreover, it poses it at a time when every airline in the 
country is scouring the depth and breadth of the land for available 
dollars to meet the same type of problem. It is one that could easily 
give rise to a situation where the strong will become stronger and the 
weak will be plowed under. 
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But it is not one that we should run from, simply because it was un- 
anticipated. The capital cost of the aircraft is great; but it makes 
economic sense to pay that cost. The F-27 will operate at a sub- 
stantially lower seat-mile cost than the DC-3, and it will attract 
substantially more traffic and serve it far better over an extended 
period of time. 

The overall economics spell but one thing—a substantial reduction 
in dollar subsidy requirements. More than that, in fact. A total 
fleet conversion to this aircraft in our operation, together with a 
strengthening of the route structure, means the total elimination of 
this subsidy problem. It is an expenditure that will be highly bene- 
ficial to the public, to the Government, and to our industry. And 
we need your help to make it possible for us to make this transition. 

There are two additional matters that should be mentioned for the 
record. There are presently before this Congress two other bills 
that are designed to aid the airline industry in meeting the financing 
problems of the oncoming jet age. Each is different in its scope, 
— and technique. Their usefulness to particular carriers will 

varied and dependent upon a number of factors. 

But each will no doubt serve a very useful purpose within the in- 
dustry. The first is the so-called “capital gains” bill. If subsidized 
carriers make a profit from the sale of old equipment, this bill would 
enable them to retain the capital gains for the purpose of reinvesting 
those funds in new equipment. Obviously, this will help many of these 
carriers in their financing program, and, as I say, it will help them in 
varying degrees, depending on the circumstances. The circumstances 
will of course change from time to time, even with respect to any given 
carrier. This bill should be helpful to all subsidized carriers. We 
do not believe that it will by any means meet the major problem of 
the local service industry, but it will certainly be an aid. We in 
the local-service industry will probably benefit the least from it, 
because the current value of our equipment is probably the least stable 
of any in the industry. The capital gain to us may even be negligible 
by the time we are able to dispose of the old equipment. Be that as it 
may, we are still in favor of the legislation, just as we were last year, 
as a means of providing help to the subsidized industry in thejr gen- 
eral financing problems. We feel that it will do that on an industry- 
wide basis. 

The second bill that has been submitted is the so-called “equipment 
trust” bill. That bill provides for an amendment of the Bankruptcy 
Act so that in the event of the bankruptcy of a carrier, the holder of 
the trust certificate on the aircraft could take immediate possession 
of the plane. In essence, it would establish a prior lien. It is similar 
to a chattel mortgage, without the disability that the aircraft lender 
must share with other creditors in a division of the assets of the bank- 
rupt. This, too, may help the industry to surmount its financing 

roblems. If it will do that, then we believe it should be enacted into 
aw. 

There are, nevertheless, a few comments that I would like to make 
on this subject. As far as the local-service industry is concerned, I am 
convinced that this bill can be no more than a partial answer to the 
Seieae at best. It is entirely possible that some of our groups will 

able to obtain some benefits from such legislation. It may aid in 
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a partial conversion to modern equipment. But a great deal more 
than that will have to be done before we can become entirely subsidy- 
free. 

Our optimum benefits will be obtained only after we are able to re- 

lace all of our uneconomic aircraft with a truly economic plane. The 
arger carriers, and certainly many of the trunks, may benefit more 
from that bill, for they may also have the companion and prerequisite 
credit position to go with it. But we can in no way conclude that this 
will solve the whole of their problem. Nor do any of them that I 
know say that it will. 

We have discussed that proposal with many banking institutions in 
the western part of the country, and the simple fact is this: For our 
purpose and for our needs, the equipment trust proposal has no appeal 
to our bankers. They are totally disinterested. We have been ad- 
vised by no bank or other lender that we can count on all, or even a 
portion of our financing requirements on the strength of this bill. 
Nor, so far as I know, has our association. 

If other carriers can obtain some help from it, we would be in favor 
of it, as we would be the first to recognize that the general financing 
dilemma is real and pressing, and that the situation can vary radically 
from carrier to carrier. Its proposed benefits, however, are wholly 
theoretical as far as we are concerned. The cold fact, as we under- 
stand it, is that it will not help our need. 

In closing, I want to return for a moment to the affirmative and basic 
reason for our appearance here—the specific support of the equipment 
guaranty loan proposal of the Civil Aeronautics Board, a bill that we 
consider of the utmost importance in the public interest. Substantial 
capital requirements are here now, as well as in the immediate offing. 
Commitments must be kept and continuing orders must be placed 
for aircraft, spare engines and spare parts in order to retain and 
obtain a place in the delivery schedules. The need for replacement 
aircraft is immediate. The urgent need for prompt passage of this 
legislation is necessary in order to prevent this replacement program, 
with its attendant benefits to the public, the Government and the 
carriers from being still further delayed. The Board itself recognizes 
the immediacy of the problem. With your permission, Mr. Chairman, 
I would like to offer some correspondence on this subject for the ree- 
ord in this proceeding. It is attached to my statement as appendices 
A and B. 

I also want to add at this point that Southern Airways, a local serv- 
ice carrier operating in the States of Georgia, North Carolina, South 
Carolina, Florida, Alabama, Mississippi, Louisiana, and Tennessee, 
has authorized me to state that they join in our statement to this com- 
mittee and adopt the substance of this testimony as their own. They 
did ask me, however, to make this one point perfectly clear, and that 
is that they regard the Government guaranty loan proposal and the 
capital gains proposal of equal and paramount importance. They feel 
that both are essential; and they are also in favor of the equipment 
trust bill. 

I would appreciate the opportunity to endeavor to try to answer any 
questions that you may have. Thank you again for your very kind 
consideration in offering me the opportunity to appear before you 
on this matter. It is our most sincere hope that this committee will 
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be both inclined and successful in securing the enactment of this bill 
in this session of Congress. Thank you again, most sincerely. 


(Appendices A and B follow:) 


APPENDIX A 


PHOENIX, Ariz., February 7, 1957. 
Hon. James R. D 
Chairman, Civil Aeronautics Board, 
Commerce Bulding, Washington, D.C. 


Dear Mr. CHArRMAN: A group of local service airlines are presently meeting 
here in Phoenix, Ariz., on a number of matters of common interest, and we 
want to take this opportunity to express our deep appreciation for the Board’s 
initiative in sponsoring a program for equipment loan guaranty legislation. 

Such a program is obviously one that will have very great public benefit. It 
will provide a means by which the very large segment of the public that we 
serve can share in some of aviatio: 3 modern achievements in speed and comfort, 
and it will ultimately lead to a substantial reduction in subsidy by enabling 
the local carriers to finance better, more efficient, more economical equipment. 

The provision of such an equipment program, together with local service route 
strengthening, will certainly someday eliminate all need for subsidy for this 
industry. We therefore believe this action on the Board’s part to be a truly 
great milestone in our history. 

We are acutely aware of the difficulties that confront this industry with respect 
to raising capital for the purchase of more economic equipment. Yet without 
such capital it is impossible to become self sufficient. Your action to put through 
legislation for Government-guaranteed loans will go far to ease this burden. 

We sincerely hope that the legislation will provide for repayments geared to 
the period over which the aircraft is to be depreciated under the Board’s rules 
and regulations governing the particular situation. It is also our very great 
hope that this legislation can be introduced in ample time to be passed in this 
session of Congress, for the time is nearly upon many of use when we must 
produce the necessary capital for equipment replacements. 

We also want the Board to know that its very great interest in the future 
welfare of the local service industry as indicated by such actions as this, is 
gratifying to all of us. 

Very truly yours, 
EDMUND CONVERSE, 
President, Bonanza Air Lines. 
Kerru KAHLE, 
President, Central Airlines. 
C. A. MYHRE, 
President, Frontier Airlines. 
LADDIE HAMILTON, 
President, Ozark Air Lines. 
JoHN H. CONNELLY, 
President, Southwest Airways. 
NicK Bez, 
President, West Coast Airlines. 


APPENDIX B 


LAKE CENTRAL ATRLINES, 
Wetr Cook AIRPORT, 
Indianapolis, Ind., February 14, 1957. 
Hon. James R. DURFEE, 
Chairman, Civil Aeronautics Board, 
Washington, D. OC. 


DEAR Mr. CHAIRMAN: I was unable to to be present at the meeting of the local 
service carriers in Phoenix on February 7, 1957, and consequently had no oppor- 
tunity to join in the joint letter which was sent to you on that date by the presi- 
dents of Bonanza Air Lines, Central Airlines, Frontier Airlines, Ozark Air 
Lines, Southwest Airways, and West Coast Airlines expressing their appreciation 
for the Board’s initiative in sponsoring legislation which would guarantee equip- 
ment loans to the local service carriers. 
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Lake Central Airlines concurs im the expressions contained in such letter of 
February 7, 1957, and joins the six carriers who were signatories to that letter 
in urging that appropriate legislation be introduced immediately to effect the 
Board’s program in order that it may be passed by the Congress in its current 
session. 

Very sincerely yours, 
Gwin Hicks, President. 


Senator Bree. I think that is a very fine and very full statement, 
Mr. Henry. It is very well done. Do I understand that the situation 
is something like this: That you have three F-27’s on order at the 
ney time, and that your present route structure will require at 
east nine to adequately take care of the anticipated air traffic? 

Mr. Henry. We have ordered three already. We feel that six is the 
very mimimum that we should have. We feel that the maximum bene- 
fits are to be obtained by a complete conversion from DC-3’s to F-27’s. 

I would say that with our operations as presently constituted and 
considering the time element between now and when we could get 
those F-27’s, that in order to convert completely our ultimate goal 
would be closer to 12 F-27’s. 

Senator Bratz. When you reach that ultimate goal, under the pres- 
ent route structure that you have and with that which has been an- 
thorized by the Board, have you any educated guess as to when you 
would be off subsidy ? 

Mr. Henry. I take this position, Senator Bible: That with six 
F-27’s and some additional appropriate route strengthening, we could 
be off the subsidy in 5 years or less. 

Senator Bisie, Six F-27’s and improved route structure? 

Mr. Henry. I think within 5 years under those conditions we could 
be entirely off subsidy. That will not be our most economically sound 
position because you want to get more than just over the top, because 
there are too many things that can put you back down again. 

Senator Brats. I recognize that you are attempting to improve your 
route structure as you develop your operation. 

Mr. Henry. Unquestionably, our most important goal, is to get off 
the subsidy, and provide this public service simultaneously. 

Senator Brsie. One of the arguments that was made for the capital 
gains bill of last year was that with the passage of that bill the local 
service line carriers would be off subsidy within something just a little 
beyond 5 years. But as I understand you, you need not only the capi- 
tal gains bill but you need this additional governmental assistance 
in attempting to obtain loans as embraced in the bill before us. 

Let me rephrase that. The passage of the capital gains bill alone 
does not help Bonanza get off subsidy in any short period of time, if 
ever. 

Mr. Henry. That is true, Senator. I don’t recall, Senator Bible 
any statement to the effect that the passage of the capital gains bill 
would enable the local service carriers to get off subsidy. I would 
violently disagree with such a statement. The passage of the capital 
gains bill in my judgment would be very helpful, and as I say the 
financing dilemma of the whole industry is such that they need ever 
conceivable aid they can get because the problems are monumental. 
But the capital gains bill would not buy us one F-27. Yet there are 
so many areas where we need help to meet these problems. I can’t 


conceive of the capital gains bill getting the local service industry off 
subsidy. 
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Senator Breie. There was some statement, if my memory is good, 
and I have asked the staff to check as to how that did help the local 
service carriers in the subsidy problem, and it may have been a period 
longer than 5 years, but the question did come up. But I understand 
your answer to mean that in itself, it will not take you off subsidy. 

Mr. Henry. In itself, it will not. 

Senator Brste. The passage of the present legislation would be of 
material assistance in taking you off of subsidy within your own oper- 
ation in a period possibly of some 5 years, with an improved route 
structure. 

Mr. Henry. I think it is the answer to us, Senator Bible. 

Senator Brsie. “To us,” do you mean Bonanza ? 

Mr. Henry. To Bonanza and, I think, to several other local service 
carriers, because I feel that if we can get the equipment there isn’t 
any doubt in my mind but what the Board is going to give us the route 
structure to finish the job. They are doing that now, they are work- 
ing on that now. And the combination of the two will do the job. 
The route structure without the air plane will not do the job. The 
airplane with a bad route structure will not do the job. But the com- 
bination of the two are really in process now and I think that is the 
ultimate answer and it is not far away. 

Senator Breuer. If this bill does not become law, will you be able 
to go to the financial institution to secure the necessary funds to pur- 
chase the additional three F—-27’s that you contemplate ? 

Mr. Henry. I am horror-stricken at the prospect because I don’t 
think we can. And the time is just about here now when we should 
order those additional three in order to get them in time to do the 
job that we need them for. We should order them before the end of 
this year, make a firm order for them. We now have openings for 
them. We need the additional ones by early or middle 1959, Fair- 
child requires 18 months lead time before they can put your order 
into the manufacturing process, 

Senator Bree. Insofar as Bonanza is concerned you do not believe 
that you can secure the necessary financing for an additional three 
F-27’s unless this present legislation is passed ? 

Mr. Henry. I most assuredly do not feel that we can. 

Senator Bisitx. With its passage you believe that you will be able 
to obtain the necessary financing ? 

Mr. Henry. Ido. I certainly do. 

I would like to make this one additional qualification. Incidentally, 
we need this legislation in connection with our first three F-27’s, too, 
because as I said those commitments have not been completely re- 
solved. The terms and conditions of them may be much more severe 
than you or the CAB or any one else would like to see up put up with. 
I don’t know that yet. But assuming that we get the first 3, with- 
out this bill some day we would get the next 3 I am sure. Some 
day. But it is going to be far too late; we think the first three will 
do a fine enough job and come close enough to what we predict for 
them that at some far distant day we will be able to take the results 
of the banks and show them. We may need 12, and we will need 
12. But we don’t intend to rely, if this legislation is passed, on this 
legislation for 12, because we think 6 will do the job so well that we 
can handle our own financing for the balance. 


eared ti 
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Senator Brsie. Do you have doubts in your mind that if this legis- 
lation is not passed that you might have the present contract for the 
three F-27’s canceled out ¢ 

Mr. Henry. We will do everything under the sun to keep from 
canceling because we have ordered spare engines, we have ordered 
spare parts, we have put several things in motion to receive the F-27 
and get them into operation as soon as possible. 

I just say that we don’t have the terms worked out finally. They 
may be too harsh. With this legislation I am sure that we can arrange 
much more reasonable terms on the first three aircraft. I am sure that 
those terms will then be made reasonable so that there is no real 
problem in connection with the first three. 

Senator Bisitz. Thank you very much, Mr. Henry. 

Mr. Henry. May Ladd one thing ? 

Senator Brste. Certainly. 

Mr. Henry. You asked about firm orders on the F-27. Within the 
local-service industry there are as I understand it 33 firm orders and 
about 20 on option. And then Mackey Airlines has ordered 2——no, 
there are 31 firms within the local industry and Mackey has ordered 
2, Wien Alaska has ordered 2, as I understand it, and Northern Con- 
solidated 2 or 3. I am not sure which. There are some firm orders 
from South American countries and there are corporate buyers who 
have made firm orders. 

Senator Brstz. Very happy to have that information. There are 
probably a total of 55. But you are saying there are 33 from local- 
service carriers ? 

Mr. Henry. Yes,sir. 

Senator Brete. Our next witness will be Mr. Benz, executive vice 
president, TPA Aloha Airline, Honolulu, Hawaii. 


STATEMENT OF DAVID A. BENZ, EXECUTIVE VICE PRESIDENT, 
TRANS-PACIFIC AIRLINES, LTD., HONOLULU, T. H. 


Mr. Benz. Mr. Chairman, my name is David A. Benz. I am the 
executive vice president of Trans-Pacific Airlines, Ltd., which op- 
erates as the Aloha Airlines out of Honolulu to provide service within 
the Territory of Hawaii. 

We sincerely appreciate the opportunity to appear before you today 
in strong support of the proposed legislation for Federal guaranties 
of equipment loans to carriers. 

At this point, Senator, I would like to interject a comment that I 
was bringing with me and official copy of the joint resolution which, 
however, Delegate Burns presented to you this morning. 

Senator Brerr. There is no use in duplicating. The resolution has 
been made a part of the record. 

Mr. Benz. Without the legislation that you are considering, it is 
well nigh impossible for us, Aloha Airlines, to enter on a new equip- 
ment program. With it, for the first time, there is promise of a lasting 
solution to the problem of continuing need for subsidies for small 
carriers offering service of a local nature. 

We were hopeful a little more than a year ago, when I had the 
pleasure of appearing before your committee on the subject of perma- 
nent certification, that such certification would, among other things, 
help us in our efforts to obtain financing for new equipment. Perma- 
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nent certification has been most helpful in many respects, but it has not 
helped us with equipment financing. 

Senator Brste. Can you tell us why ? 

Mr. Benz. Yes, sir. I would welcome the opportunity. It is just 
one of the hard facts of business life. When we went to the banks 
with the permanent certification clutched in our hands, saying, “Well, 
ee people were the ones who told us a permanent certification would 

helpful, how about it now?” The banks came back with the state- 
ment that our financial records for the preceding ten years were not 
such as would encourage them to loan us money. Permanent certifica- 
tion would encourage them to give it a second look. 

The point they made was this: That without a permanent certifica- 
tion they would not under any circumstances consider a loan; a tem- 
porary certification offering them no security whatever. But even 
with a permanent certificate, they felt that they had to insist on some 
sound guaranties, sound security. 

Senator Bretz. Did I tell you by whom those guaranties should 
be made? 

Mr. Benz. No, sir, not specifically, although we indicated to them 
that we were hopeful that seastioaig like this legislation would 
come up. 

Senator Brere. If I understand it, the permanent certification got 
you into the banker’s office, but it didn’t get you out successfully. Is 
that about the way it worked out? 

Mr. Benz. That’s right, sir. 

Senator Bratz. You may proceed. 

Mr. Benz. Favorable action on the legislation you now are con- 
sidering would, however, very promptly change this situation. It 
would accomplish other important purposes as well : 

First, by extending Federal guaranties, you would enable our air- 
line, for one, to obtain equipment loans on long-term basis where this 
task appears impossible now. And we would not be faced with sur- 
charges or exhorbitant rates of interest. 

Senator Bratz. Did you ever get down to talking interest rates with 
the banks when they did let you get into their offices? 

Mr. Benz. This, I might point out, was not in conversation with 
banks so much as with private groups of possible lenders of money, in- 
surance companies or just groups of individuals, where various ar- 
rangements were proposed which would, in effect however, amount 
to tremendous surcharges. 

With the new equipment that is coming on the market, which is more 
economical to operate over short hauls than the DC—3’s we now operate 
and which is capable of carrying more passengers to accommodate our 
increased traffic, we could maintain economy of operation despite in- 
creasing costs of labor and materials. 

This, in turn, would help us to a profitable operation and would also 
enable us to maintain existing low-fare levels. 

With new equipment, our forecasts clearly show that we could be 
assured of staying off Federal subsidy rolls, at a great and continuing 
saving to the Federal Government. I refer you to exhibit 2 which 
develops this in detail. 

Senator Bretz. When do you forecast that you will come off of sub- 
sidy if you get the new equipment ? 
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Mr. Benz. That answer is rather complex, Senator, because we took 
a chance and on April 1, at the same time that we applied for a 10.3 per- 
cent increase for fares, we went off the subsidy, so that we are not now 
a Subsidized carrier. 

Senator Bratz. Do you mean even though you are operating 
DC-3’s? Is that correct? 

Mr. Benz. That is correct, sir. I would like to point out, however, 
that we are in a far different position from a lot of the local service 
carriers. We operate in areas of high density. Also, that we took a 
calculated risk of going off the subsidy to attain a fare level which 
would give us a chance to make a profit. We hope that it will be suc- 
cessful. But it isa very marginal thing at best. 

The Civil Aeronautics Board, in granting our application for the 
increased fares and the removal of subsidies calculated that we would 
realize a profit of something like $70,000 a year, which is, as you can 
see, a very marginal thing. So we are counting on the advent of new 
equipment to enable us to stay off and to progress to a reasonable 
profit. 

Senator Bratz. What you are saying is that with DC-3’s and an in- 
crease in rates, and a very heavy population area that you serve, you 
have been able to come off of subsidy barely—on a very marginal basis? 

Mr, Benz. That’s right. 

Senator Biste. But with new equipment you would certainly im- 
prove your position ¢ 

Mr. Benz. That is correct, sir. 

Senator Birie. Continue, please. 

Mr. Benz. Without new equipment, we face a continuing marginal- 
profit operation with subsidy as a necessary backstop. This is un- 
economical and unprofitable not only for the Federal Government, 
but. for our stockholders and for the passengers we seek to serve. 

In the years that we have operated under subsidy, we recorded 
profitable operation in only 2 years, with $36,410 in one of those years 
and $30,040 of profit in the other. In the other years in which we re- 
ceived subsidy, which was supposed to give us a profitable operation, 
we lost a total of $167,418. 

Since May 1951, when we first awarded mail pay, we have re- 
ceived only a meager return on our investment because it has been 
based on a rate per aircraft-mile. The Civil Aeronautics Board has 
refused to recognize our true capital costs and has maintained that 
we have negligible capital as a result of earlier losses suffered prior 
to the time that we first received a subsidy mail rate. 

We have an exhibit No, 4 which shows this in detail. 1 might point 
out, Senator, if I may, that TPA began operations in 1946 as a non- 
schedule. We were certificated in 1949 without subsidy. But it was in 
May of 1951 that we received subsidy for the first time. It is losses 
we had prior to the time that we were first awarded mail pay that the 
Board has refused to recognize. 

Senator Brste. How many DC-3’s do you fly now ¢ 

Mr. Benz. We operate eight right now. 

Senator Biste. What is the length of your route structure? 

Mr. Benz. The total length from one end of the chain of the islands 
to the other is approximately 300 miles. 

Furthermore, as you know, in the establishment of a mail rate, the 
rate-setting authority can fail to consider substantial expenditures 
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which management may make in good faith and which are considered 
normal business expenses. 

With such disallowances, and with a very low rate of return on in- 
vestment, a carrier such as ours has little opportunity to make a 
profit—and that is shown on exhibit 7—and our opportunities will 
remain limited until we can operate equipment offering greater econ- 
omies than our DC-—3’s do today in a market requiring greater capacity. 

The fact is that our net return on investment under subsidy rules 
actually has resulted in negative return—exhibit 3. That is why TPA 
has not made any financial progress since 1951 although we have 
strengthened our operation considerably. Exhibit 1 shows various 
indices reflecting that progress. 

Operation on a subsidized basis offers no stability for an airline or its 
stockholders, its employees, or its passengers. There is no prospect 
of dividends for stockholders—certainly we have been unable to pay 
any dividends to our stockholders since our certification in 1949. 

As long as we cannot pay dividends, we offer no inducement for new 
investment by our stockholders. Without such new investment, finan- 
cial institutions do not want to loan us the money with which to obtain 
the new equipment that, alone, can enable us to embark on a profitable 
operation. 

Senator Bratz. On that point alone, I suppose there are a lot of 
corporations in the United States and probably in your own islands 
that would like to have some guaranteed Government financing in back 
of them. Don’t you think that is correct? 

Mr. Benz. That is true, Senator, but the point that I am trying 
to make in developing this whole thought of what subsidy means, is 
that not every business can go to the Government for subsidy. A 
scheduled airline can, and I suppose perhaps the management should 
not feel too badly about that, but we feel that we would like to be able 
to get off subsidy and stay off subsidy and make our way on our own 
if we can. 

Senator Braue. I don’t quarrel with that proposition that you are 
making now. I was rather quarreling with the statement that if you 
had a Government guaranty you could pay dividends. I know a lot 
of mining companies in my States would like the same thing. 

Mr. Benz. Perhaps this is poorly worded, Senator, but actually 
what I mean is that the Federal guaranties would enable us to obtain 
the equipment that would give us a sound operation, which would then 
make unnecessary this sort of thing in the future, either subsidies 
or Federal guaranties. 

There you have the circle, which the legislation that you have before 
you promises to end by making it possible for us to obtain the equip- 
ment we need and which is becoming available. 

A few years ago, this legislation would have meant nothing to us 
because there was no equipment available to meet our short-haul re- 
quirements of economy of operation as well as comfort and convenience 
for our passengers. 

But this picture is changing rapidly. There is the twin-engine 
turboprop, the F-27 Friendship now being manufactured by Fair- 
child on the east coast. The British also have a couple of aircraft 
in varying stages of development; we can look to some real advances 
in this field. 
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I refer to the Herald, which is being manufactured by Handley- 
Page and which may be converted into turboprop and also to the 
twin-engine turboprop, the Accountant. =: ; 

Senator Brstz. Do you have any idea how expensive an aircraft 
it is? 

Mr. Benz. They are priced below the F-27, according to the in- 
formation the two English manufacturers have furnished us. But 
they are not in as advanced a stage of manufacture as the F-27’s. 

We remain confident that our DCX3’s converted into picture-win- 
dow Vistaliners can play a part in interisland operations for many 
years to come. Our forecasts of future operations, attached to this 
statement, show that we plan to continue to operate a few DC-—3’s on 
our shortest hauls, as well as other equipment. But the fact remains 
that we must now think in terms of aircraft that will enable us to 
operate more economically in the future; for example, the F-27 
promises to operate at so much lower seat-mile direct cost than our 
DC-3’s that we could save approximately $85,000 annually right 
there—exhibit 6. 

Senator Brste. What is the load factor of your present operation ? 

Mr. Benz. It varies from month to month. But the yearly average 
is 53 percent, based on our 28 seats that we carry now in our air- 
craft. 

If we are to plan for such equipment, we must be able to count 
on help with our financing, to which we have given much thought 
and study—exhibit 5. 

We cannot kid ourselves any longer that any investor, bank or 
other financial institution, will give serious thought to financing new 
equipment for us as long as we operate with the sort of profitability 
record that we have compiled to date. 

They are not impressed with the fact that we can fall back on 
subsidy. They want some more concrete assurances. 

Planning on new equipment requires the sort of legislation that 
you have before you. Without this legislation, financing will remain 
extremely difficult if not completely impossible to arrange. 

Investors and lending institutions are not interested in marginal- 
profit operations such as ours, particularly at a time when money is 
—_ They need the encouragement that your legislation holds 

orth. 

Senator, I have here with me 2 letters from the 2 local banks 
in our community whom we have approached repeatedly for loans. 
They are notarized and sworn statements. Because of the distance 
that separates us from Washington 

Senator Bratz. I would be happy to have the letters made a part of 
the record. What do the letters say? The point of the letters is what? 

Mr. Benz. To show that we have approached them on financing 
and why they felt they could not give us the financing, and what their 
attitude is toward this legislation. 

Senator Brste. I have just read these letters very hurriedly. Both 
of them will be made a part of the record by reference for the use of 
the committee. But in reading the letter here from the Liberty Bank 
of Honolulu, I am still not clear that even with this legislation they 
would give you a loan. Do you think they would give you a loan if 
you had this legislation ? 
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Mr. Benz. The Liberty Bank is a rather small bank, Senator, which 
would have to go eaengh mainland correspondents to obtain help to 
be able to float such a loan for us. I think the letter indicates that 
they would be prepared to do that, to go to their correspondents on 
the coast which hitherto they have not felt able to do. 

Senator Bratz. Then you have a feeling that if this bill were en- 
acted into law that they would make a loan to you? 

Mr. Benz. That’s right. 

Senator Brstx. These two letters may be placed in the record by 
reference for the use of the committee. You may proceed, Mr. Benz. 

Mr. Benz. I might point out, Senator, that on our own we did ap- 
proach some of the larger banks on the mainland, and were told that 
the only way they could consider a loan for us in the Territory of 
Hawaii would be if we came to them through our local banks. They 
would not deal with us directly. So that closed another set of doors 
to us. 

Senator Brstz. Your statement again is that if you have something 
in the nature of Government guaranty loans, then you will be able 
to secure the necessary financing for new equipment ? 

Mr. Benz. That’s right, sir. 

Senator Brste. Is that a correct statement ? 

Mr. Benz. Right, sir. 

Senator Brix. Thank you. You may proceed. 

Mr. Benz. Throughout our operation as a scheduled carrier, I might 
point out, TPA has pioneered new epanqees in various departments 
to improve service and reduce costs, Our failure to operate profitably 
under subsidy is not due to inefficiency. The Civil Aeronautics Board 
itself has been quick to point this out. 

Improvements we have introduced range from developing more 
economical Aeronautical Radio, Inc., facilities for communications in 
the islands to introduction of a new type of visual control reservations 
which greatly increases the speed and economy of our reservations 
department. 

n proceedings before the Civil Aeronautics Board, we have shown 
how our efficiency compares with that of all other DC-3 operators. 
We rank high in every measure of efliciency and economy of operation. 
In fact, the Civil Aeronautics Board used our airline as a yardstick for 
efficiency for all air operations in our islands. 

As a part of this prepared statement, we submit maps of the islands. 
One shows airline distances between major points. Another shows our 
exact position in relation to the continental United States. 

The third superimposes the islands on the eastern seaboard to offer 
in more familiar terms an idea of the area we serve, and also to make 
clear the fact that there is room on our routes for the type of new 
equipment that is coming on the market. 

It is important, in looking at these maps, to realize that Honolulu, 
on the island of Oahu, is the capital not only for government of the 
territory of Hawaii, but for the conduct of all business. The welfare 











PURCHASE OF AIRCRAFT AND EQUIPMENT 61 


of our neighbor islands is directly related to their accessibility to 
Honolulu, and depends in large measure on their ability to commute 
with Honolulu. 

In 1956, there were 640,367 passengers carried between our islands, 
representing 1.25 air passengers per resident of Hawaii. Our popu- 
lation is a little over 500,000. This is some five times as many air pas- 
sengers per resident as there were flying in the continental United 
States. 

At distances up to 250 miles, which take in the entirety of our opera- 
tions, the ratio increases to approximately 20 to 1, testifying to the 
dependence of our islands on air transportation, and to the ability of 
island air transportation to achieve subsidy-free stability, provided we 
can obtain more economical equipment than we operate today. 

In the future of our islands, of vital importance is the great increase 
in both surface and air transportation leading into Hawaii not only 
from the continental United States, but from the entire Pacific area— 
from Canada, Australia, and the South Pacific, and the Orient. With 
more transportation bringing more people and more supplies into the 
islands, the need for transportation within the islands becomes cor- 
respondingly greater. 

We need help now to be able to improve our facilities to obtain addi- 
tional operating economies and to operate profitably under these new 
conditions so that we can stay off Federal subsidy and thus, in the 
long run, save the government far more money than the loan-guaranty 
program can cost the Government. 

We strongly urge the adoption of this legislation, which offers a 
clear-cut, long-term solution of the self-sufficiency problem for small 
carriers like ours. 

Thank you for the privilege of appearing before you, Senator. 

Senator Brsue. I think that is a fine statement and very well illus- 
trated with exhibits and maps. The entire statement as well as the 
exhibits will be made a part of the record, Mr. Benz. 

(The above exhibits and maps follow :) 


EXHIsit 1 


Comparative figures 











| 
Percent in- 
1950 1956 crease, de- 
crease 
Dollar revenue growth..........-..-------- jaccidite $848, 174 $2, 055, 662 142. 36 
Growth of traffic: | 
Revenue passengers.......--...-.- eh 93, 597 209, 109 123. 41 
Freight and express ton-miles_- --- _ , eae 14, 971 138, 873 827. 61 
Revenue passenger-miles flown (thousands) -- ; ne 11, 851 | 26, 260 121. 58 
Revenue aircraft-miles flown atic ae 888, 476 | 1, 755, 078 97. 54 
Total commercial revenue per revenue aircraft-mile - | $0.95 | $1.17 23.16 
Average passenger load per revenue aircraft-mile in scheduled | 
service... ; : 5 ware’ 13. 34 14. 93 12.03 
Revenue passenger-miles (average) per route-mile per day--__-.| 87.51 | 193. 92 121. 57 


94451—57——-5 
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ExuHrsrr 2 


Summary of forecasts of operating results for the years 1958 through 1962 with 
new 44-seat equipment added 


At traffic volume as shown ! 


3 F-27's 3 DC-3’s 3 F-27’s 2 DC-3’s 









1958: 
Passenger-miles (thousands)....................-- 33, 281 38, 036 33, 281 38, 036 
iN RIOT CE is ok cs nti bein a pnisennisyes 46. 32 52. 93 51. 63 59. 00 
. ee ds cr nnwury><beacs<snkveoogs $135, 122 $481, 924 $280, 454 $627, 245 
Passenger-miles (thousands) -.... Sli wii rle tie 34, 945 39, 937 34, 945 39, 937 
Load factor (percent) ................-------.--.--.- 48. 63 55. 58 54. 21 61. 95 
RN augue de beardegs $204, 623 $567, 392 $352, 186 $715, 027 
1960: 
Passenger-miles (thousands) ...............-.------- 36, 692 41, 934 36, 692 41, 934 
Load factor (percent) 51. 06 58. 36 56. 92 65, 05 
an OMIA MNS SUCLL SeekGbtlk . dbs cs. Ak $325, 285 $709, 371 $475, 161 $859, 246 
a 
Passenger-miles (thousands) .....___--- ee ene 38, 527 44, 031 38, 527 44, 031 
EGee thotor (perdent) ....sic5 ec eee 53. 62 61. 28 59.77 68. 31 
. a Oh a a al $428, 883 $831, 904 $581, 135 $984, 156 
Passenger-miles I i Sais cing ceendemsiplinioend 40, 453 46, 232 40, 453 46, 232 
I SEE oon nonce aumees 56. 30 64. 34 62. 76 71.72 
I ao Lied sicknbecinmenss $538, 522 $961, 393 $693,229 | $1, 116, 100 








1 Interisland traffic forecast in terms of passenger-miles (thousands) is as follows, and is based on figures 
presented to the CAB as well as fas arte ye actual operating exverience: 


OS ties cet sl et cts. 9 eli Able -esn ddgihdnniciéd -ctddicde’ 86, 249 
Tene nnn date eee ek ee oe 90, 561 
MUR IL MDL FOLGE Pick hea dcdb sec d sss alc sh lilac sics eel eecaateatonce 95, 089 
atte ek ae a eee 99; 843 
eee een Dc oe SR tt a an ee ete E Sn et oe a ee aee 104, 835 
RR a Ce Be Fie a ls et es cclcaddapdubaed 110, 077 
SE ener ee ee ree a et Re ee ES 115, 581 


Nore.—TPA’s actual load factor for the 12-month period ended Apr. 30, 1957, was 54.99 percent. 


Forecast of operating results for the year 1958 with new 44-seat equipment added 





| | 
3 F-27’s and 3 DC-3’s | 3 F-27’s and 2 DC-3’s 
































Passenger-miles_ ---.....--.--- cnvpetncanie spleen ned 33, 281, 150 | 38,035, 600 | 33,281,150 | 38, 035, 600 
ET I oi haem enieeavionrecninedpaees 46. 32 52. 93 51. 63 he 00 
ees CN a rnnicnaint sure -snsclieeedecels $2, 682, 460 | $3,065, 669 | $2, 682, 460 | $3, 065, 669 
United States mail subsidy sagas shale alii sam citatelehaaet caine ee ; : : 
Other revenue-.---- me dep lag ioanniee sine te ccoledh aioe 146, 526 146, 526 146, 526 “146, 526 
MSS Sep bdnngsspowcebcwsnbotics --------.-| 2,828,986 | 3,212,195 | 2, 828, 986 3, 212, 195 
I Se cia ad alew aadiee 1, 250, 718 1, 250, 718 | 1, 126, 338 1, 126, 338 
Indirect cost: 
Passenger food and supplies. ---- ena 11, 316 12, 932 11, 316 12, 932 
Sales, reservation, and ticketing employees.. ; 150, 639 157, 162 | 150, 639 157, 162 
Telephone and telegraph te ee ied 11, 446 11, 661 11, 446 11, 661 
Commissions.-.-- - S natinls atten 102, 785 117, 468 102, 785 117, 468 
Stationery, printing, and office supplies. .. te shellac 9, 948 10, 381 9, 948 10, 381 
Accounting personne] ...........- a ag 36, 642 39, 286 36, 642 39, 286 
SE ns. Soacbcptekppesacsncpese é 77. 863 87, 443 7, 863 87, 443 
Payroll taxes__--- ghsiiegiceceéuoal 25, 208 25, 396 | 23, 709 23, 898 
Workmen’s compensation ‘insurance...____- oe 10, 524 10, 603 9, 898 9, 977 
Unadjusted expenses. ___..__..-- taawhakbnahans 1,006,765 | 1,007,221 | 987, 948 988, 404 
Total indirect cost_ -- --- Siena liao ce iad '¢ 443, 136 1, 479, 553 s 422 194 1, 458, 612 
Total operating cost....__- 1s 2, 693, 85 864 | 2,730,271 | 2,548.5 532, 2, 584, 950 











Profit. -<e <5 at ame _| 186, 132 | 481,924 | 280, 454 627, 245 
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Forecast of operating results for the year 1959 with new 44-seat equipment added 





| 1 | 7 
3 F-27’s and 3 DC-3’s | 3 F-27’s and 2 DC-3’s 















































PRR Tt i as. SE SL i. Re ec aden ccnncee 34, 945, 050 | 39, 937,200 | 34,945,050 | 39, 937, 200 
Load factor (percent) -_..-._-- wastage Oslin cnn seheniiinntel 48. 63 55. 58 54, 21 61. 95 
Passenger revenue.................---..---.------------ | $2, 793, 125 | $3, 192, 143 | $2, 798,125 | $3, 192, 143 
United States mail subsidy.....___- ~=2+----+----------|--- eee yes sheet Te) ae ee 
EME FOV QR iei 2 2 debe 22 LSS dun sin esewee | 156,387 156, 387 156, 387 156, 387 
MC ae ok wig <p ake eb Uae. padded me: 949, 512 | 3, 348. 530 | 2,949, 512 3, 348, 530 
Direct cost___-- béiwnpsebuleenet<dalVeuttedasgeauacae | 1, 262, 943 1, 262. 943 1, 136, 812 1, 136, 812 
Indirect cost: ot, aie 
Passenger food and supplies____- SEE 11, 881 13, 579 11, 881 13, 579 
Sales, reservations, and ticke a employee | 157, 504 164, 560 157, 504 164, 560 
Telephone and telegraph. bis Mead Secon siemcmiem 11, 521 11, Po 11, 521 11, 746 
MN eiivn ch Jochen oda bob wasncsngoneees | 107, 924 123, 342 107, 924 123, 342 
Stationery, printing ‘and office supplies. es 10, 099 10, 553 10, 099 10, 553 
Accounting personnel. __------ intone we inhiiee 37, 980 38, 698 37, 980 38, 698 
Gross Income tax. ..-.....----.-- ieee seauebee 80, 876 90, 851 80, 876 90, 851 
Payroll taxes._____- io eo 2s ae 26, 017 26, 176 24, 474 24, 561 
Workmen’s compensation insurance. sina he nclileocaian 10, 861 10, 928 10, 217 10, 284 
WM IITOG GANONG shi. - os es tesa ls. eine 1, 027, 283 1, 027, 762 1, 008, 038 1, 008, 517 
Tove) Sabet costes 232152. -- 6202001. .-.--- | 1,481,946 | 1,518,195 | 1,460,514 | 1, 496, 691 
Total operating cost....--.-.--2-2-2--------------| 2, 74,8 889 | 2,781,138 | 2,597,326 | 2, 633, 503 
eM ns h06k lS ck Mat ch OR. peereel | 204,623 | 567,302 | 352, 186 715, 027 


Forecast of operating results for the year 1960 with new 44-seat equipment added 





| | | | 
3 F-27’s and 3 DC-3’s | 3 F-27’s and 2 DC-3’s 
| 
































Passenger-miles - - Ei apd ieesh Asche tates teed al ahd es eeartants 36, 692, 250 | 41, 934, 000 | 36, 692, 350 41, 934, 000 
Load factor (percent). woe c een n neste een enn-scasee nen] 51. 06 | 58. 36 | 56. 92 65.05 
Passenger revenue. i uate RE es "$2, 957, 395 | $3, 379, 881 | $2, 957,395 | $3, 379, 881 
United States mail subsidy... Scania iio oncneataeraicawtiel | 
EE PPO S Saas ap dats dete cen ce alean csduennsun | 166, 991 | 166, 991 166, 991 166, 991 
WOME peel nk sss opsabenvdedinidberbidtelnctawsens 3, 124, 386 | 3, 546,872 | 3, 124, 386 3, 546, 872 
it 2 Eber Fb ibitenae itn tind an etncnoine } 1,275,541) 1, 378, 541 1, 147, 606 1, 147, 606 
Indirect cost: | | . 
Passenger food and supplies____........----..--. oe 12, 476 | 14, 253 | 12, 476 14, 258 
Sales, reservation and tic keting employees aiaicmecse 164, 767 | 172, 399 | 164, 767 172, 399 
Tele phone and telegraph____-_- biake Saccdeneaes 11, 600 | 11, 836 | 11, 600 11, 836 
Commissions. .-_--.----.----- posdemnnme | 113, 320 | 129, 509 | 113, 320 129, 509 
Stationery, printing and office supplies. anise arenes 10, 259 | 10, 735 | 10, 259 10, 735 
Accounting personnel. ._........-------- : 39, 376 | 40, 151 39, 376 40, 151 
Gross income tax... dibienca aly & ‘ ‘ 85, 247 | 95, 810 85, 247 95, 810 
Payroll taxes. aL seed 26, 854 27, 027 | 25, 264 25, 437 
Workmen’s compensation insurance. Jt | 11, 211 | 11, 283 | 10, 547 10, 620 
Unadjusted expenses EL a ns ee tacalet irra os 1, 048, 450 | 1, 048, 952 1, 028, 763 1, 029, 265 
Otay Tee CUNO. . 5! 8. dc ccencncn | 1,528, 560 | 1, 561, 960 1, 501, 619 | 1, 540, 020 
Total operating cost............------ tee ~ 2, 799, 101 | 2,887, 5 501 | | 2, 649, 225 | 2 , 687, 62 626 
= 


Profit. Weigh os oat SR i cae 325,285 | ~ 709, 371 | 475, 161 | 859, 246 
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Forecast of operating results for the year 1961 with new 44-seat equipment added 
































| | 
3 F-27’s and 3 DC-3’s | 3 F-27’s and 2 DC-3’s 
| 

Pp nes ia kk . a. S UEBe doi oes cee 38, 526, 950 | 44,030,800 | 38, * “e 44, 030, ey 
en ee IND eco edebcaBininaeedcocesnmn 53. 62 61, 28 9.77 68. 31 
nr NUNN 34... fd SU So. 5 eas hate saeecnn $3, 105, 272 | $3, 548, 882 "$3, 105,272 | $3, 548, 882 
I cena tole nwncennabebtunnndeataeiaasn aed tiinsnmnnesdi ld tie hisin ie aealie sutiis =< 
Bo a a 9 178, 404 178, 404 178, 404 178, 404 
AEE SETS Dy PES SE ee ee oe 3, 283,676 | 3,727,286 | 3,283, 676 3, 727, 286 
PRO oil ok nd Sl an dbitn Wi cdmapeerencs 1, 288, 509 | 1,288,509 | 1,158,718 1, 158, 718 
Indirect cost: a es ae 
Passenger food and supplies-_-..........-..--.---.-- 13, 100 14, 970 13, 100 14,970 
Sales, reservations, and ticketing employees-_---.-_-- 172, 457 180, 709 172, 457 180, 709 
Telephone and telegraph-.--...............-...-...-- 11, 683 11, 931 11, 683 11, 931 
ot Ed ond asbadiiesnasanmnane 118, 986 135, 984 118, 986 135, 984 
Stationery, printing, and office supplies--.........-- 10, 425 10, 926 10, 425 10, 926 
RT ROUEN oo. ose cise ccc wnesencessn~ 40, 837 41, 675 40, 837 41, 675 
OU ID OUR ii Sr nbcinicnnidstadiieouncaseceousa 89, 230 100, 320 89, 230 100, 320 

i lable nniandobdeubbloi sass 27,721 27, 908 26, 084 26, 271 
Workmen’s compensation insurance i 11, 573 11, 651 10, 890 10, 968 
Weac piece Wpemaes. 25. eon nanan 1,070,272 | 1,070,799 | 1,050,131 1, 050, 658 
re EE ete eee 1, 566, 284 | 1, 606, 873 | _1, 543, 823 1, 584, 412 
Total operating cost................-------------- 2, 854,793 | 2, 895, 382 | 2 2,702,541 | 2,743, 130 











I eek I i OS i 428,883 | 831, 904 } 581, 135. 984, 156 





Forecast of operating results for the year 1962 with new 44-seat equipment added 



































ee ee ¥ 
3 F-27’s and 3 DC-3’s | 3 F-27’s and 2 DC-3’s 

IS 0 Jn. Sa dn ee eich nenewn= 40, 453, 350 | 46,232,400 | 40,453,350 | 46, 232, 400 
es UNE ON asi eek cic goiieacnnansmevntawais 56. 30 &. 34 62, 76 71. 72 
eg Ee a ae ee aS $3, 260, 540 $3, 726, 331 $3, 260,540 | | $3, 726, 331 
LN Elk oo Gla lwccndsb goad dthdul uke tic onekndes Mae tae habit REE ewe xl ts 
NEN MT dah capi gl ied onde datnbucccentonnnasa 190, 694 190, 694 190, 694 190, 694 
PC abel Msn ctebinbdns dabtinmadnsuctiessee 3, 451, 234 3, 917, 025 3, 451, 234 3, 917, 025 
SR ide hbk ohana dutiedennsdetesdomiscsoosasce 1, 301, 886 1, 301, 886 1,170,179 1, 170, 9 

Indirect cost: , an iis egpnniin 
Passenger food and supplies_..-.........-......---- 13, 754 15, 719 13, 754 15, 719 
Sales, reserves and ticketing employees______....._- 180, 608 189, 534 180, 608 189, 534 
Telephone and telegraph---...........-.-...--.---- 11, 769 12, 029 11, 769 12, 029 
Re ed dbindccdetieebldcvecavonenes 124, 936 142, 784 | 124, 936 142, 784 
Stationery, printing and office supplies..........__- 10, 600 11, 126 10, 600 11, 126 
ye SY a ee eee 42, 363 43, 272 42, 363 43, 272 
I nl ddl ik ae ai diiad i nenncduiwe wm 93, 419 105, 064 93, 419 105, 064 
het, an ie Bi Cudtinawusenemamerd 28, 620 28, 823 26, 934 27, 137 
Workmen’s compensation insurance__.._........--- 11, 949 12, 033 11, 245 11, 329 
ES ee ae ee dy 092’ 808 | 1,093, 362 1, 072, 198 1, 072, 752 
Total indirect CI, Sennen ibindivelansaneseon| 1, 610, 826 | 1, 653, 746 | 1,587,826 | 1, 630, 746 
ey RE ee a ee | 2,§ 912,712 | s 965, 682 | 2, 758, 005 | 005 | of 800, 925 


i ee ee ape | 538, 522 | 961, 398 | ~ 693,229 | 1, 116, 100 
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Exuisit 3 


TPA experienced negative net return based on return provided by mail rates 














1951 1952 1953 1954 1955 1956 Total 
Total commercial reve- 
NI tie. «cnn te uaecataiad $1, 253, 110 |$1, 651, 521 |$1, 445, 448 |$1, ~~ 704 |$1, 972, 350 |$2, 055, 662 |$10, 086, 795 
Subsidy mail pay- ----- 117, 153 192, 332 336, 452 02, 472 49, 241 50, 678 848, 328 


Total revenue___.| 1, 370, 263 | 1,843,853 | 1, 781,900 | 1,811, 176 2,021, 591 | 2, 106,340 | 10,935, 123 
Total operating ex- 





EE cnnnpesnatanat 1, 407, 157 | 1, 786,403 | 1,769,416 | 1,795,785 | 1,980,148 | 2, 158,622 | 10, 856, 523 
Net operating 
profit or loss___- (36, 894) 57, 450 12, 484 15, 391 41, 443 (52, 282) 78, 600 


Expenses not consid- 
ered by CAB for 
mail rate purposes: 

Mail rate and cer- 
tificate renewal 


expenses -_..-.. (5, 134) (8, 298) (9, 660) (3, 112) (7, 402) (7, 402) (41, 008) 
Interest expense... (7, 672) (7, 460) (13, 678) (14, 631) (3, 771) (4, 579) (92, 794) 
Nonoperating 

property losses, 

a _ 10, 469 (5, 507) (7, 568) (37, 460) TT lcs (39, 994) 
Other expenses, | 

Mins sotdnccads (4, 183) 225 317 (926) (297) (908) (5, 772) 











Net return. - ---- 1(43, 414) 36, 410 | (18, 095) (40, 738)| 2 30,040 | (65, 171) (100, 968) 


! Carrying of mail commenced on May 1 15, 1951. 
2 Excludes capital gain on sale of an aircraft and Territorial corporate tax on the gain. 


ExHIsitT 4 


Subsidy has not recognized TPA stockholders’ full investment and cannot provide 
long-term solution to TPA financial problems 


Losses from Aug. 1, 1946, through May 31, to 1949 (before scheduled 
operations) : 


SINEAD . WOU Sa son cece nasser emcee Cimacaanpes ean $1, 025, 570 

OS. CINE i sxe ameliansd ae ania beeen ae 1, 364, 876 

Net loss for: perie@... oak eee 339, 306 
Losses from June 1, 1949, through Apr. 30, 1951 (before mail pay): 

TI PO OIIIOND scien. us nies ot acs md ensconced eds ameaeem enone 1, 598, 717 

EE CORI i ict access ei aia uue ee a hoa a 2, 022, 980 

DUCE FONE RUN IOP nso cscccansensnansenentns ae 424, 263 


Total losses in periods prior to receipt of subsidy mail pay_--_- 763, 569 


Costs and expenses not considered for mail pay purposes, May 1, 1951, 
through Dec. 31, 1956: 
Capital stock expenses for additional capital required for sched- 


REL. OE os ss se cee estsneaeg me recalls soaocdoalagaeeiabeeasidan 26, 127 
Interest and penalties on delinquent taxes_._..............-___ 45, 642 
COR RENCUEEOTD CORE, “CIID rangi asic since a ecco 84, 672 
Injunction case and exemption certificate expenses__.....______ 23, 441 
RON COR: OI aie ee dee 50, 396 
Corporate organizational expense writeoff_......._..._..________ 4, 649 

EN inc dessa bi csiss seiisle Sea laa seca acai ie a ee a eee 234, 927 


Total reduction in capital not considered for mail pay________ 998, 496 
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Exursit 5 


Cash position in purchasing new equipment such as F—27’s 











Cash re- | Deprecia- | Cash need Cash re- | Deprecia- | Cash need 
Year quire- tion offset from Year quire- tion offset from 
ments profits ments profits 
) ee $190, 000 |.......-.-.- 1 $190,000 || 7th..........| $230, 046 $171, 474 $58, 572 
bisects Sea 640,947 | $171, 474 1 469, 473 || 8th......___- 217, 703 171, 474 46, 229 
90555 28kn-45- 279, 415 171, 474 107, 941 || Oth._...-- 6 99, 024 171, 474 (72, 450) 
oe .2-3- 267, 072 171, 474 95, 598 || ——_——_ | - —-—_-|-_-_——, —- -—- 
A 254, 730 171, 474 83, 256 Total..| 2,421,325 | 1,371,792} 1,049, 533 
essen 242, 388 171, 474 70, 914 
1 Cash requirement would be reduced by sale of 2 or 3 DC-3 aircraft at $125,000 each. 
Cash requirements to purchase new equipment 
1st year: 
Deposit with letter of agreement for 3 aircraft__._._.._.._..._--- $30, 000 
Deposit with purchase agreement for 3 aircraft_______.___---_-- 60, 000 
Te ee. ded scspennemibnininicbe momen 50, 000 
Spmnsemnetia, Ge Rircwere. 5. sk kk th ee eee 50, 000 
a a al ea eiainmsnnenes 190, 000 
ee 
2d year: 
ss aS ES a er ee 50, 000 
Purchase of parts urd epares. tise 8 sn ks ee css 438,425 
I eile al dh catia ab eicdeicintticie sini 108, 638 
I, I PAULA Ei nimiiasmritenicimninmietiavesmrancssase erence 43, 884 
Orme ORD Sole Ut oe blotsoike uy tlk eoo sl 640, 947 
SS 
3d year: 
Ne oa nia sesh era esa tates oc aline etnias 205, 704 
I ad niin dianinielmixgoie wipeesetieedial 73, 711 
(i ant ee ate vara meer tng wn healt pee) aap bd pang 5 ape pa ek op Seige 279, 415 
i 
4th year: 
aa er gedvenneon 205, 704 
CE a scaipebeesnnitentecs inet panions Seathighcdeesaonshtndbbiar een orks 61, 368 
AE RC SASL a eatin bead g taints asec ve manta we min eaten aoe enati 267, 072 
eee 
5th year: 
ier cia sani staan eneneied deni nancsues de niarniion 205, 704 
on ceaccteecininginsapdiicauieatinemasineniauh Qaingnanananenel 49, 026 
ee Se a ae daidens eesteierne te iaaeniaesadersear 254, 730 


——— 
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Cash requirements to purchase new equipment—Continued 


6th year: 
Lean repayment. sateen oe en eee 205, 704 
Eeterent OR: JOG 58. di. cin udebweniendecedopiiomednaccnian 36, 684 
Wi Ga) an i sin od hn Sosa Shae od abel aaa aaa acai 242, 388 
es 

7th year: 
TOU: © FOUN a lala a eeranccctniccctesinshts eats adbaiied Maan 205, 704 
RUNGE: ORD: Ra idlasatccsniscacctsin ceecnrantatineeinateeslasaacacic ed ahimemineabtidameia 24, 342 
PEO Raa... «ccs waa akan cooled accnsose casein eaaeeeenn caliente naeaeeaeeaeaaell 230, 046 
—— 

8th year: 
RO: WOR TINNNT. 5 ok inc cence sa eeeaeeeee 205, 704 
BeGerene Ok: TR erect aacietaabeieaaed 11, 999 
OU. cc ht Bccd ee Re ae wale areata 217, 703 
—————_—— 

9th year: 
Leen. repayment... ... nnncinetnwsieneeeanni 97, 138 
Taterest. om. eth <3 a a tee eel 1, 886 
IN ia cesta Re ogc tn es elise etnias de thc il ears rcniads oe entctnaoae 99, 024 
Senne 
"Total Gaels TOU sto ees eensincens 2, 421, 325 


EXHIsItT 6 


Comparison of direct operating costs per seat-mile of various types of equipment, 
based on TPA operation 








{In cents] 
TPA ex- 
perience F-27 Herald Safari | CV-340 
with 
DC-3’s 
Flying operations ...............----- pasa mnenibad 1,17 1.00 1.01 1.13 1.16 
pT ee ee eee Ee eee ; . 38 . 38 . 54 45 .39 





MOE esncsccnatscsdtbbadasstebubabsarkutabeted 1. 55 1.38 1. 55 1. 58 1. 55 


Norte.—Based on 3 aircraft with 44-seat configuration operating 1,010,326 aircraft-miles per year. 
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Senator Brste. Does your local service airline have any F-27’s 
under order ? 

Mr. Benz. No,sir. We have not. 

Senator Brete. Or any other type of improved aircraft? 

Mr. Benz. No, sir. We have not been able to see our way clear to 
place an order unless we can get our financing cleared ahead of time. 

Senator Bratz. Thank you. I have no further questions. 

Mr. Benz. Thank you, sir. 

Senator Brste. Our next witness will be Mr. Wien, of Wien Alaska 
Airlines, Inc. 


STATEMENT OF SIGURD WIEN, PRESIDENT OF WIEN ALASKA 
AIRLINES, INC. 


Mr. Wren. Mr. Chairman, my name is Sigurd Wien. I am presi- 
dent of Wien Alaska Airlines, Inc., a certificated intra-Alaska carrier. 
Our routes extend throughout the northern part of the Territory of 
Alaska, north and west of the Fairbanks-Nome line through to the 
Canadian border and Point Barrow on the Arctic Ocean. 

We have been operating in Alaska since 1924. Our equipment has 
gradually changed from single-engine open cockpit aircraft to where 
we are now operating a mixed fleet of DC-3, C-46, and smaller bush 
equipment. 

We have made substantial strides in reducing our subsidy require- 
ments, but one of our major problems in this connection is the use of 
more economic better adapted flight equipment. 

Senator Brste. Our next witness will be Mr. Wien, of Wien Alaska 
Airlines? 

Mr. Wien. We are operating three DC-3’s. 

Senator Brste. How many C-46’s? 

Mr. Wien. We own four C-46’s and are leasing two additional 
ones. 

We have long been investigating and exploring this problem, but 
equipment has not until very recently been available of the type which 
we believe will help us in providing a more economic and better 
adapted service. It is now our intention to acquire F-27 propjet air- 
craft which our studies have shown are particularly economic for cold 
weather operations. We estimate that this equipment will allow us 
to reduce our break-even need by $500,000 in the early period of oper- 
ations. 

One of the problems we have in Alaska is that of financing. We 
are substantially removed from sources of both equity as well as debt 
financing in the amounts required for flight reequipment program. 

We estimate our immediate program will call for $214 million. 

Senator Brstz. Do you have an estimate of the number of F-27’s 
that you propose purchasing, or comparable aircraft ? 

Mr. Wien. Yes. We have on order three F-27 aircraft. 

Senator Brete. You have on order three F-27’s? 

Mr. Wien. Yes. 

Senator Bratz. How did you secure the financing for those? 

Mr. Wien. We have merely made the downpayments on them. We 
have not financed the additional requirements to complete the purchase 
of the aircraft. 
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Senator Brste. Have any banking institutions or lending institu- 
tions or private sources indicated that they would finance the purchase 
of the three F-27’s? What would happen if this bill didn’t become 
law? If this particular bill did not become law, what would you do? 

Mr. Wien. There is a possibility that we would have to cancel out 
our orders. I hope not. We have been told in our discussions with 
the financing people that there would be no question about the financ- 
ing being neailah e if this should become law. 

Senator Brste. What did they say if it did not become law? 

Mr. Wien. That is still open. 

Senator Bratz. You may proceed. 

Mr. Wien. We therefore would add our support to those who have 
endorsed the legislation as a means of facilitating loan arrangements. 
I should also like to point out to the committee, which also has pending 
a bill providing for the retention of capital gains, that the proceeds 
and profits from the sale of the present equipment is an essential ele- 
ment to our reequipment program, Capital gains from the sale of our 
present aircraft will provide the necessary minimum equity to sup- 
port the type of loan and debt financing which we will require and to 
provide a sounder debt-equity ratio. 

Senator Bistr. Thank you very much, Mr. Wien. I have no further 
questions. 

Mr. Wien. Thank you, very much. 

Senator Bree. It is the intention of the Chair to run this hearing 
for about another 25 or 30 minutes. If there are any of those in the 
room who because of commitments must leave today and cannot stay 
over until tomorrow, I would be very happy to have them indicate it. 

Jack Frye? We would be happy to hear you. Before we hear you, 
I am prompted by counsel, who says we can’t meet tomorrow. 


STATEMENT OF JACK FRYE, PRESIDENT OF THE FRYE CORP,, 
FORT WORTH, TEX. 


Mr. Fryer. My name is Jack Frye. I am president of the Frye 
Corp., of Forth Worth, Tex. 

I appreciate the opportunity of testifying before your committee 
in favor of this bill. In order to lay a foundation for my testimony, 
1 would like to say that I have been an active airplane pilot for about 
34 years, and have held an airline pilot’s rating since the Government 
began issuing them. 

I started an airline operation in 1928 that resulted in operations 
from Los Angeles to Dallas, Tex., before it was merged with Western 
Air Express in 1929. This latter company was merged to form TWA 
in 1930, and I served as vice president in charge of operations of TWA 
until January 1934. From that time until the spring of 1947, I served 
as president of TWA. During this 17-year period, I was particularly 
responsible for the development of both new equipment and opera- 
tion methods and conceived and wrote most of the detailed specifica- 
tions for the first Douglas transport and the original version of the 
Lockheed Constellation. 

The basic concept required to design an airplane to be economic over 
long stage lengths is very different than that required for an airplane 
suitable for economic operation over short and medium distances. 
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This is a fundamental] truth that must be recognized if local-service 
operators are to have an airplane that will permit them to operate on 
a subsidy-free basis. 

In the late twenties and through the thirties, the problems and posi- 
tion of the airline operators were very similar to those of the operators 
of short-haul and local-service airlines at the present time, except 
that we then had many other problems such as airports, communica- 
tions, weather, airplane performance and reliability, and piloting expe- 
rience that have since been largely solved. 

Our major economic problem during the twenties and thirties was 
the inability of any available aircraft to make money regardless of load 
factors over the routes operated. We, therefore, undertook the devel- 
opment of airplanes that would produce better economic results over 
the longer routes operated by the major airlines of that time. 

As airline operators, we existed only because of airmail subsidy, 
but our goals, in order of importance, were: First, the achievement of 
reasonably safe and dependable service; and, second, the development 
of airplanes which would reduce and ultimately eliminate the necessity 
of subsidy. 

For the past 10 years I have been able to view the airlines, their 
problems, and their methods of attacking these problems with great 
interest and with the detachment made possible by not being pre- 
occupied by airline operation routines. At the risk of hurting some 
individuals’ feelings, I would like to make some suggestions and com- 
ments as to how I believe the presently subsidized airlines can best 
and most quickly achieve profitable operation without subsidy. 

It appears to me that a considerable number of operators in the local- 
service airline industry are doing some wrong thinking about their 
business in that they believe that their best interests in the future 
are in reducing the number of stops on their local routes, increasing 
the number of nonstop flights between distant points, and using high- 
speed, complex equipment, similar to that used with such economy and 
success over long hauls, to achieve better profits. 

My recommendations to local-service airline operators are that 
their thinking, plans, and programs be based upon full development 
of the potential local business and that business should be predicated 
upon the following: 

Local service airlines should acquire aircraft that will operate de- 
pendably and profitably (without subsidy) over their present sys- 
tems and over flight distances between stops ranging from 75 miles up 
to several hundred miles under the following conditions: 

1. Passenger fares should range from a low of about 2.9 cents per 
mile between dense traffic centers over flight distances of 200—500 miles 
to as high as possibly 5 or 6 cents per mile over shorter distances or in 
areas where traffic density is very low and surface transportation is 
not highly competitive. 

2. Local-service airlines should, with the cooperation of the Civil 
Aeronautics Board and the Post Office Department, arrange to carry 
all classes of mail, express, and freight at rates of about 20 cents per 
ton-mile. This material should provide a basic payload over most 
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routes that would permit the use of a large payload aircraft which 
would also be able to carry enough passengers, in addition to cargo, 
to permit operating the services on a low-cost, simplified, non-reserva- 
tion-type service. 

3. erved seats, checked baggage, and meals should be additional, 
separate charges. Perhaps $2 per reserved seat and 50 cents per 
checked bag could be charged. The Civil Aeronautics Board and 
various airlines estimate that each seat reservation costs about $2 to 
handle. I would estimate that on local services, the reservation sys- 
tem costs the airlines even more in unfilled seats since in an operation 
with average stage lengths of 80 miles, it is impossible to notify passen- 
gers ahead in the event of unexpected vacancies, no shows, and so forth, 
in time to sell the seats. 

Many people in the industry will be inclined to say that this kind 
of program would be ideal if we had a suitable airplane to do this job. 
I agree that there is no suitable airplane immediately available, but 
we do have a suitable one designed and ready to be manufactured. 

During the past 3 years, I have been engaged in contents , engineer- 
ing, and development work on an airplane known as the Frye Safari. 
I would like to give you a brief summary of this airplane’s character- 
istics, performance, and especially its operating economics, economics 
which will not only permit the kind of fares and rates outlined above, 
but also provide an excellent profit for most of the operators under 
discussion. 

(The following was later submitted for the record by tle Frye 
Corp., of Fort Worth, Tex.) 


Pounds of fuel required to fly 1 passenger 200 miles at cruising speed 




















Maximum 
cruise Number | Cost offuel| Fuel per 
Airplane speed of seats | per passen-| passenger 
|} (miles per | ger (cents) | (pounds) 
hour) | | 
i 
Frye Safari F-1-.- ae ‘ — 230 79 44.2 13.3 
Frye Safari F-2- -....- sue 300 | 7 28. 2 17.0 
Douglas DC-3. - - : 180 | 28 | 67.2 20. 2 
Fokker F-27. -- f 280 | 36 | 44.8 27.0 
Convair 340-_.- ; ba 260 44 | 69.5 20.9 
Viscount. os Pan J 320 | 56 | 53.1 32.0 
Douglas DC-7_ _-. sedseke hg 360 90 74.0 22.0 
61.4 | 37.0 


Boeing 707__.. “re ; ‘cee i 600 132 | 


Are 79 seats too many for local-service airlines? 

Since Frye Safari seat-mile costs are one-half those of any other transport 
aircraft over an 80-mile trip, we can assume that the Safari normal seating ca- 
pacity could be reduced to 39 seats and that operating results would be com- 
parable to other aircraft even if no payload were carried in the space made 
available by the reduction in the number of seats. However, this reduced num- 
ber of seats would permit more than 8,000 pounds of additional payload capacity 
which could be utilized for mail, cargo or both at no additional direct operational 
costs. 
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Direct airplane and seat-mile costs 





Number Flight Airplane- | Seat-mile 


Airplane of seats length mile cost cost 
(miles) (cents) (cents) 
Peep enS wade. - ashes. Seek. ss Os See 3 79 80 82 1.04 
_  S nean ie Seegre 79 80 77 . 98 
Rees BPO aaa a ie ek 28 150 43 1, 53 
ain hs teen win bharaeaiinde chiceninsh 36 80 72 2.00 
TG St no a ame a hot ls tees en ea eee 44 250 7 1, 67 
i teNs ish 2s eh bk be axial Decs-b ic sak. 56 400 st 1. 50 
Neen TT nn Mica pamaa tite hea nh 90 750 125 1.25 
Ue Pete ils eS ketene wdeas 132 1, 500 152 1.15 
I Ne in din A enki nd cnaniidnietos en lla aon 79 500 61 77 
F Safart F-2............_- sana ceeewagatasseescee wet 79 500 52 65 
MOND ca. 445 be sided cas aeskace oidseaer saad 2-2 36 | 500 47 1,30 
! 


‘The airplane, as you can see by this print, is a 4-engine, high-wing 
airplane that seats 79 passengers with carryon baggage. Its gross 
weight is 53,000 pounds, and it can be equipped with either 2 turbo- 

rop and 2 turbojet engines or 4 reciprocating engines of the type used 
in the DC—3’s at present. 

‘This airplane, with its most economic power installation, will fly 
faster schedules, over distances of 75 to 200 miles, than the Convair or 
Martin; however, its airport requirements are considerably less than 
that of the DC-3. 

It is readily convertible from all-passenger employment to varia- 
ble cargo-passenger employment with a separating bulkhead. 

Cargo can be quickly loaded through its nose door that is over 5 
feet wide and 614 feet high. 

Direct operating cost per airplane-mile is 77 cents for an 80-mile 
flight, and 65 cents for a 150-mile flight, or considerably under 1 cent 
per passenger-mile. 

Average total costs per airplane-mile for the United States local- 
service airlines in 1956 were $1.13 per mile. We estimate that average 
total costs over the same routes and services for the Frye Safari oper- 
ated as outlined above would be $1.21 per mile over average trip dis- 
tances of 80 miles. This total cost per mile would come down to $1.09 
over trip distances of 150 miles, and over trip distances of 500 miles 
this total cost comes down to 95 cents per mile. 

We have studied application of the Safari to replace 15 DC-3’s now 
operated by one of the most efficient operators in the United States 
and in this case the total costs of the Safari over average trip distances 
of about 150 miles will be about $1.01 per mile. 

If we assume the use of an airplane such as the Safari at average pas- 
senger fares of 4 cents per passenger-mile and assume an average mail, 
cargo, and express leat of 1 ton at 20 cents per ton-mile, it would re- 

uire an average passenger load of 25.25 passengers or a passenger load 

actor of 32 percent to break even. A 50 percent passenger load factor, 
which might reasonably be expected to develop on the average at these 
rates, would produce a profit of about 40 cents per airplane-mile on 
the average United States local-service airline over trip distances of 
80 miles. 

The DC-3 operator referred to above as one of the most efficient 
could earn approximately 60 cents per mile with this airplane in his 
service under these same rates and fares. 
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In order to operate profitably at a 2.9 cents per passenger-mile fare, 
which is the Greyhound bus rate from New York to Washington and 
Chicago, the airlines should not only simplify their services as sug- 
gested above but should also adjust their sales and other nonflying ex- 
penses to produce indirect costs of not more than 25 or 30 cents per 
airplane-mile. This would produce a total cost per airplane-mile over 
the New York-Washington route for the Safari of around 90 cents. 
This cost would require an average passenger load of 31 passengers to 
break even at bus fares. It should be reasonable with such fares to 
maintain a 60 percent load factor over this route which would produce 
a profit from passengers alone of 45 cents per airplane-mile. 

These examples are outlined in some detail to point out the fact that 
it is technically possible to eliminate the some 25 or 30 million dollars 
of annual subsidy paid these airlines. At the same time this plan will 
require substantial new capital investments on the part of the airlines 
concerned. The magnitude of such investments is probably of the 
order of that now being undertaken by major airlines in relation to 
the net worth of the airlines concerned; however, the major airlines 
have well-established earning, borrowing, and repayment records 
behind them which are lacking in the case of the local service lines. 

It is my belief that the passage of this bill would permit the air- 
lines concerned to begin reducing their subsidy requirements in about 
2 to 3 years, and to almost entirely eliminate them within 5 to 7 years. 

In my opinion the risk to the Government and the taxpayer, re- 
sulting from the loan guaranties involved in this bill, is minor as 
compared to the certain reduction in subsidy that will occur. 

I have one other chart here that is of interest. The main point I 
am trying to make is that an airplane specifically designed for short 
haul has to be a different kind of airplane from the one that will pro- 
duce the greatest economy over longer distances. 

This chart just indicates one of the factors that is involved, which is 
the amount of fuel required to move a passenger 200 miles at cruising 
speed, at so many pounds, because of the great difference in turbine 
engine fuel as against gasoline. We have shown it for a number of 
current and future airplanes. 

I have another chart which shows the direct seat mile costs of these 
same airplanes that I might show you. 

Senator Brstx. I would be very happy to have that, as well as 
your other exhibit. They both can be left here for the use of the 
committee. 

Mr. Frye. The point that seems important to me to make that I 
don’t believe has been made is that when we consider the growth in 
traffic volume on the trunk airlines, and the fact that there is a much 
greater potential volume of traffic, a much greater volume of traffic 
moving, with passengers and cargo, over distances ranging from 75 
up to 250 miles than all of the long-haul traffic combined, I think 
it indicates the possibilities and the potentialities of these airlines 
if they can once get on their feet with the right kind of equipment 
and services that fit the conditions and requirements of short haul. 

I had one experience with the first new airplane that we had de- 
veloped that might be of interest, and that was that the first Douglas 
transport, when we tried to buy it, we had about the same experience 
as these fellows. We dealt with all the banks that we did business 

94451—57——6 
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with, and no one would consider lending us a dime. We were for- 
tunate in finding a little bank in New York that agreed to lend us 
$600,000 on a 3-year basis, but the revolutionary effect that the new 
airplane had on our earnings and traffic was such that we only used 
a little over half of that loan and repaid it within 6 months’ time. 
That is how drastic an improvement can occur with a major improve- 
ment in the economics of the airplane being used. 

I think these fellows will have some of the same kind of experiences 
as they go around. The bankers after a few years will be after them 
to sialon loans, rather than trying to avoid them. 

Senator Brste. Thank you very much, Mr. Frye. I think this as a 
helpful contribution to the committee. Of course the gist of it is that 
you are in favor of this bill because it will enable the 21 carriers to be 
affected by it to more easily secure loans from banks. Is that a correct 
statement ? 

Mr. Frye. Yes, sir. Of course I am indirectly affected in that I feel 
if they get in a position where they can borrow money for making 
downpayments and progress payments on airplanes, I can get into the 
business of building them. 

Senator Brste. We have seen your airplane named in a couple of 
their exhibits as well as yours. 

Would you mind leaving those two exhibits so that they can be re- 
ferred to by the committee as we develop this testimony ¢ 
Mr. Frve. Certainly not. 

Senator Briere. Thank you very much, Mr. Frye. 
Our next witness will be Mr. Robinson. 


STATEMENT OF H. W. ROBINSON, CHAIRMAN OF THE BOARD OF 
DIRECTORS OF ALASKA AIRLINES, INC. 


Mr. Roprnson. Mr. Chairman, I appreciate this opportunity of stat- 
ing the position of Alaska Airlines which I think is somewhat different 
than most of the carriers here. We are all for the bill, but I think we 
have aslightly different point to make. 

My name is H. W. Robinson, chairman of the board of directors of 
Alaska Airlines. 

Alaska Airline, Inc., is a certificated air carrier, incorporated under 
the laws of the Territory of Alaska, which operates extensive routes 
within the Territory of Alaska and also operates a route between 
Alaska and the continental United States. 

Appendix A attached hereto contains the company’s certificate of 
public convenience and necessity covering its operations conducted 
wholly within the Territory of Alaska. 

Appendix B contains the company’s certificate of public convenience 
and necessity covering its operation between Alaska and the States. 

Appendix C contains a map showing all of the company’s routes, 
including those within Alaska and also the route to the States. 

The company’s routes within Alaska are local, short-haul routes 
comparable to the routes of local service carriers in the continental 
United States. 

Alaska Airlines’ entire system is comparable, in terms of volume of 
commercial revenues, to the domestic local service systems. Actually, 
4 of the 13 domestic local service carriers generate more commercial 
revenue than is generated on the entire system of Alaska Airlines. 
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Coming now to S. 2229, as we read the provisions of the bill, they 
would include Alaska Airlines as one of the carriers covered by this 
legislation. ; 

Section 3 of the bill would authorize the CAB to guarantee aircraft 
purchase loans for “any carrier holding a certificate of convenience 
and necessity * * * providing for operations wholly within the Ter- 
ritory of Alaska (including service between Alaska and adjacent 
Canadian territory ).” 

Alaska Airlines comes within this definition because it holds the 
certificate contained in appendix A hereto which provides for opera- 
tions wholly within the Territory of Alaska. 

However, in submitting this bill to the Congress, the Civil Aero- 
nautics Board in an accompanying statement of the purpose and need 
for this legislation, indicated that the bill is intended to assist the 
domestic local service carriers which operate wholly within the Terri- 
tories of Alaska and Hawaii. Also, when Senator Monroney intro- 
duced the bill, he issued a statement indicating that the bill is intended 
to apply to the 13 domestic local service airlines, to the 6 airlines oper- 
ating within Alaska, and to the 2 operating within Hawaii. Actually, 
there are 8 certificated carriers operating within Alaska, 6 of which 
operate wholly within the Territory and 2 of which—Alaska Airlines 
and Pacific Northern Airlines—operate extensive routes within the 
Territory and also a route to the States. 

These statements made concerning this bill raise the question as 
to whether the bill is intended to exclude two of the Alaskan carriers— 
Alaska Airlines and Pacific Northern—because their operations are 
not confined wholly within the Territory of Alaska. 

Senator Brste. That seems to be indicated from the statement of 
the Chairman this morning, is that correct ? 

Mr. Roprnson. That is correct, and that is why I am quite con- 
cerned. 

Senator Breve. I don’t know the reason for the exclusion. Had I 
been aware of it I would have asked him a question about it. I think 
there is considerable merit in what you say because it does look as if 
it does exclude the two Alaskan carriers. I think we will ask the staff 
to supply that information, because the testimony of the Chairman 
seems to indicate that what you are saying is correct. 

Mr. Rostnson. I think so. However, the language of the bill we 
feel does not exclude us. We have a separate certificate confined 
ae within the Territory of Alaska, which seems to technically 
include us under this bill. However, we fear that perhaps since both 
Senator Monroney and the Chairman of the CAB seem to take this 
position, we are afraid that perhaps the intent of the committee might 
be construed so as to exclude us. It would be fatal for us in any 
financing if we were excluded and the banks could go to other carriers 
who were included. 

Senator Brie. You are a regularly certificated carrier ? 

Mr. Rostnson. Yes, sir. 

Senator Brste. Permanently certificated ? 

Mr. Roztnson. That is correct. 

Senator Bratz. We will ask the staff to check that. 

Mr. Rosrtnson. Our certificate is a “grandfather” certificate, oper- 
ated since 1932. 
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Senator Brete. It is something I am very happy to have you bring 
to our attention. We will attempt to get the correct answer. 
_ Mr. Rosryson. What we desire to bring to the committee’s attention 
is the fact that there is no reason at all for not having this bill include 
Alaska Airlines. Our company needs the benefits of this legislation 
just as much as any of the other carriers covered by the bill. 

The map in appendix C shows the extensive services we provide 
within Alaska. We are the only carrier operating between Maska’s 
two largest cities, Anchorage and eithenkn. We are also the ohly 
carrier from Anchorage into Nome, which is the center of a vast 
trading area in northwestern Alaska that is dependent entirely upon 
air service for all of its supplies except during 2 summer months when 
the Bering Sea is navigable. 

In addition to these larger points, Alaska Airlines also serves ap- 
proximately 60 smaller communities located throughout the Territory 
of Alaska, and many of these places have no other means of trans- 
portation whatever except the air service which Alaska Airlines 
provides. 

Considering the scope and essentiality of the services which our com- 
pany provides within the Territory of Alaska, it would be a most 
unwarranted discrimination against the communities we serve if the 
carrier which serves them were to be deprived of the benefits of this 
bill while at the same time communities served by other Alaska car- 
riers were provided with such benefits. 

Because the Territory of Alaska is so uniquely dependent upon air 
transportation, there is greater need in that area for the benefits of 
this bill than exists anywhere else. And, there can be no justification 
for making these benefits available to only some of the Alaska com- 
munities and not to others. 

Moreover, Alaska Airlines has the same difficulties as other Alaskan 
carriers in attempting to raise money for reequipping its operations. 

We ask that this committee, in reporting this bill, make it clear that 
the bill embraces all 8 of the Alaskan carriers which operate within 
the Territory, and thus include the 2 carriers—Alaska Airlines and 
Pacific Northern—which not only operate within Alaska but also 
operate between Alaska and the States. 

We also urge that the benefits of this bill be extended to include 
the States-Alaska operations of the two Alaskan carriers which oper- 
ate to the States, namely, Alaska Airlines and Pacific Northern. These 
operations are as difficult to finance as those within Alaska, Also, 
these two Alaskan carriers compete between Alaska and the States 
with two large international carriers which have resources greatly 
transcending those available to their two relatively small Alaskan 
competitors. 

The President of the United States, in passing upon the recent 
States-Alaska Service case, concluded that these two Alaskan car- 
riers needed to have modern equipment on their States-Alaska runs 
“in view of the great importance of air transportation with up-to- 
date equipment to the people of Alaska and the future development 
of Alaska.” It is clearly in the national interest that these carriers 
be given any assistance required in order to help them acquire the 
necessary aircraft for these important services. 

The bill before this committee is only a permissive statute which 
would authorize the Civil Aeronautics Board to guarantee an aircraft 
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purchase loan if the Board finds that an air carrier is otherwise “un- 


able to obtain necessary funds for the purchase of needed aircraft on 
reasonable terms.” 


Under the circumstances the bill should be made broad enough at 
least to make eligible for consideration, applications for loan guaran- 
ties by Alaskan carriers for their operations to the States. Should 
these carriers be able to finance their States-Alaska reequipment needs 
without a loan guaranty under this legislation, there would be no 
problem. However, if they should be unable to do such financing 
without such a loan guaranty, it would be highly in the national 
interest for the Civil Aeronautics Board to have the authority to 
grant a guaranty, as a means of helping to maintain the kind and 


quality of air service required to meet the transportation needs of the 
strategic territory of Alaska. 


APPENDIX A 
UnitTep STATES OF AMERICA CiviL AERONAUTICS BoaRD, WASHINGTON, D. C. 


CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


Alaska Airlines, Inc., is hereby authorized, subject to the provisions herein- 
after set forth, the provisions of title IV of the Civil Aeronautics Act of 1938, 
as amended, and the orders, rules, and regulations issued thereunder, applicable 
to air transportation in the Territory of Alaska, to engage in air transportation 
within the Territory of Alaska. 

A. Over regular routes, as follows: 

1. Between the terminal point of Anchorage, the intermediate points Tal- 
keetna, Summit, McKinley Park, and Nenana, and the terminal point Fair- 
banks, with respect to persons and property and, with the exception of 
Talkeetna, Summit, McKinley Park, and Nenana, with respect to mail; 

2. Between the terminal point Anchorage, the intermediate points McGrath, 
Unalakleet, Shaktoolik, Ungalik, Koyuk, Haycock, Elim, Moses Point, Golo- 
vin, White Mountain, Council, and Solomon, and the terminal point Nome, 
with respect to persons, property, and mail; 

3. Between the terminal point Anchorage, the intermediate points Kenai, 
Kasilof, Ninilchik, and Homer and (a@) beyond the intermediate point Homer, 
the terminal point Seldovia, and (b) beyond the intermediate point Homer, 
the intermediate point Iliamna, and the terminal point King Salmon, with 
respect to persons and property, except mail; 

4. Between the terminal point McGrath, the intermediate points Candle 
(Sterling Landing) and Flat, and (a) beyond the intermediate point Flat, the 
intermediate points Aniak and Nyac, and the terminal point Bethel, and (6) 
beyond the intermediate point Flat, the intermediate points Holikachuk, 
Shageluk, Anvik, Holy Cross, Paimiut, Kako Landing, and Russian Mission, 
and the terminal point Fortuna Ledge with respect to persons and property 
and, with the exception of Candle (Sterling Landing), Aniak, Nyac, and 
Bethel, with respect to mail; 

5. Between the terminal points Fairbanks and Livengood, with respect to 
persons, property, and mail. 

6. Between the terminal point Fairbanks, the intermediate points Eagle, 
Elden Field, Boundary, and Jack Wade, and the terminal point Chicken, 
with respect to persons and property and, with the exception of Fairbanks, 
with respect to mail; 

7. Between the terminal point McGrath, the intermediate points Takotna, 
Gaines Creek, Ophir, and Folger, and the terminal point Cripple Landing, 
with respect to persons, property and mail; 

8. Between the terminal point Bethel, the intermediate points Quinhagak 
and Goodnews Bay, and the terminal point Platinum, with respect to persons, 
property and mail; 

9. Between the terminal point Bethel, the intermediate points Fortuna 
Ledge, Pilot Station, Pitkas Point, Mountain Village, New Knock Hock, 
Akulurak, Alakanuk, Kwiguk, Hamilton, Stebbins, and St. Michael, and the 
terminal point Unalakleet with respect to persons, property and mail; 
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10. Between the terminal point Unalakleet, the intermediate point Kaltag, 
and the terminal point Nulato, with respect to persons, property, and mail; 

11: Between the terminal point Nome, the intermediate points Teller, Lost 
River, and Wales, and the terminal point Shishmaref, with respect to persons, 
property, and mail; 

12. Between the terminal point Nome, the intermediate points Candle and 
Deering, and the terminal point Kotzebue, with respect to persons, property, 
and mail; 

13. Between the terminal point Nome, the intermediate point Savoonga, 
and the terminal point Gambell with respect to persons and property and, 
with the exception of Savoonga, with respect to mail; 

14. Between the terminal points Anchorage and Seward, with respect to 
persons and property, except mail ; 

15. Between the terminal point King Salmon, the intermediate points Leve- 
lock, Dillingham, Clark’s Point, Egegik, Pilot Point, and Ugashik, and the 
terminal point King Salmon, with respect to persons and property, except 
mail; and 

16. Between the terminal point Fairbanks, the intermediate points Circle 
Hot Springs and Central, and the terminal point Circle, with respect to per- 
sons and property, except mail; and 


B. Over irregular routes, as follows: 


1. Between all points situated in that part of Alaska west of a line ex- 
tending from the Arctic Ocean, following the line dividing the second and 
fourth judicial divisions to the headwaters of the Hogatza River, thence 
following the Hogatza, Koyukuk, and Yukon Rivers to the mouth of the 
Yukon River, including points situated in the valleys of those parts of said 
rivers, with respect to persons and property, except mail; 

2. Between all points in that part of the Territory of Alaska situated east 
of the Yukon River, south of the 64th parallel of latitude, and west of a line 
extending north and south through the most westerly point of Prince 
William Sound, with respect to persons and property, except mail; 

8. Between all points within the district defined by a line extending from 
Fairbanks to Fort Yukon, to Woodchopper, and thence to Fairbanks, with 
respect to persons and property, except mail; and 

4. Between all points within the fourth judicial division of the Territory 
of Alaska, excepting that part of said judicial division south of a line ex- 
tending eastward from a point on the line dividing the second and fourth 
judicial divisions at the 64th parallel of latitude to the crest of the Alaska 
range of mountains at Mount McKinley, with respect to persons and prop- 
erty, except mail; 

to be known as route No. 128. 

The service herein authorized is subject to the following terms, conditions and 
limitations : 

(1) The holder shall not, in the course of rendering service over the ir- 
regular routes set forth, engage in air transportation between points be- 
tween which regular route service is, or hereafter may be, authorized in any 
outstanding certificate of public convenience and necessity, except on casual, 
occasional, and infrequent trips which do not result in the establishment 
of a regular or scheduled service. 

(2) The holder shall render service as authorized herein, except as tem- 
porary suspensions of service may be authorized by the Board, and may 
begin or terminate, or begin and terminate, trips at points short of terminal 
points. The exercise of the privileges granted by this certificate shall be 
subject to such reasonable terms, conditions and limitations required by 
the public interest as may from time to time be prescribed by the Board. 

(3) The authorizations set forth and described in A-15 above shall be 
effective only during the period May through August of each year. 

This certificate shall be effective on March 1, 1957: Provided, however, That 
prior to the date on which this certificate would otherwise become effective 
the Board, either on its own initiative or upon the timely filing of a petition or 
petitions seeking reconsideration of the Board’s order of December 31, 1956 
(Order No. E—10905), insofar as such order authorizes the issuance of this cer- 
tificate may by order or orders extend such effective date from time to time. 








ROUTES OF ALASKA AIRLINES, INC. 


(RREGYULAR ROUTES 


. Between aii points situated in thet pert of Alcsta 

west of a line extending from the Arctic Ocean, 
following the line dividing the Secomd ond Fourth 
Judicial Oivisions to the headwaters of the Hogotze 
River, thence following the Hogatze, Aoyukuk and Yuko 
Rivers to the mouth of the Yukon River, including points 
situated in the volleys of these ports of sid rivers, 
with respect to persons ond property, except mei! 


. Between ait points in that part of the Territory of 
Ateske situcted east of the Yukon River, sowth of the 
G4t poraiie! of tatitude, and west of a line extending 
north Gnd South Mrough The most westerly point of 
Prince William Sound, with respect toe persons ond 
property, except moi! 


. Between of! points within the district defined by @ 
line | extending trom Fairbanks te Fort Yukon, fo 
Woodchopper, and thetce to Faircants, ith resgect t 
persons and property, except mail; end 





Sd Moll Route - Between ai! points within the Fourth Judicial Division 
——— =< Nonmeil Route 


of tne Territory of Alaste, excepting thet part of soid 


dudicial Division south of a line extending eostword 
% byt ry exemption from a point on the tine dividing the Second and Fourth 
Point eetnerizes $ Ju@iciet Divisions of the 64th parcilel of ictitude to 
i Poiat tempororily suspended the Crest of the Algsko ronge of movntoins ot mt 
2 Mites . § McKiniey, with respect fe persons and property, 
“ Revte number 


except moil. 
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In witness thereof the Civil Aeronautics Board has caused this certificate to 
be executed by its Chairman and the seal of the Board to be affixed hereto, at- 
tested by the Secretary of the Board, on the 31st day of December 1956. 


JAMES R. DurRFEE, Chairman. 
Attest : M. C. Mutriean, Secretary. 
[SEAL] 


APPENDIX B 
Page 1 of 2 pages 
Unirep SratTes or AMERICA, Crviu AERONAUTICS Boarp, WasHrneTon, D. &. 
CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY (AS AMENDED) 


Alaska Airlines, Inc., is hereby authorized, subject to the provisions hereinafter 
set forth, the provisions of title IV of the Civil Aeronautics Act of 1938, as amend- 
ed, and the orders, rules, and regulations issued thereunder, to engage in over- 
seas air transportation with respect to persons, property and mail, as follows: 

Between the coterminal points Portland, Oreg., and Seattle-Tacoma, Washb., 
and the terminal! point Fairbanks, Alaska. 

The service herein authorized is subject to the following terms, conditions 
and limitations : 

(1) The holder shall render service to and from each of the points named 
herein, except as temporary suspensions of service may be authorized by the 
Board. 

(2) The holder may continue to serve regularly any point named herein 
through the airport last regularly used by the holder to serve such point prior 
to the effective date of this certificate, as amended. Upon compliance with 
such procedure relating thereto as may be prescribed by the Board, the 
holder may, in addition to the service herein expressly prescribed, regularly 
serve a point, named herein through any airport convenient thereto. 

The exercise of the privileges granted by this certificate, as amended, shall be 
subject to such other reasonable terms, conditions, and limitations required by 
the public interest as may from time to time be prescribed by the Board. 

This certificate shall be effective 60 days after the date of its approval by 
the President of the United States and shall continue in effect up to and including 
July 26, 1960: Provided, however, That prior to the date on which this certificate 
would otherwise become effective the Board, either on its own initiative or upon 
the timely filing of a petition or petitions seeking reconsideration of the Board’s 
order of May 25, 1955 (Order No. E—-9247), insofar as such order authorizes 
the issuance of this certificate, as amended, may by order or orders extend such 
effective date from time to time. 

In witness whereof the Civil Aeronautics Board has caused this certificate, as 
amended, to be executed by its Chairman and the seal of the Board to be affixed 
hereto, attested by the Secretary of the Board, on the 25th day of May 1955. 


[SEAL] Ross Rizitry, Chairman. 
Attest : M. C. Mutiiean, Secretary. 
Approved : 


DwieHt D. EISENHOWER. 
THE WHITE Houssr, May 27, 1955. 


Senator Brste. Thank you very much, Mr. Robinson. 

How large an operation is Alaska Airlines, Inc? How many planes 
clo you fly ? 

Mr. Rogrwson. We have 3 DC-4’s, 2 DC-3’s, 4 C-46’s, and perhaps 
17 smaller aircraft, Stinson 18’s, 19’s Pilgrims, Norsemen, that we 
use in bush work through the Territory. 

panete Bratz. How many people does Alaska Airlines, Inc., em- 
pioy Q 

Mr. Roptnson. We employ approximately 350 to 400 le. 

Senator Bratz. Do you fly a cai scheduled airline? wre 
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Mr. Roprnson. Yes, sir. I think within the Territory, wholly 
within the Territory of Alaska, we probably on our scheduled service 
have the largest gross of any carrier in the Territory. 

Senator Brsie. Has your company made an attempt to secure financ- 
ing in order to improve the caliber of your aircraft ¢ 

Mr. Roprnson. Yes, we have, and with great lack of success. 

Senator Brste. Do you have any outstanding orders for F-27’s or 
Safaris or any other type of improved aircraft ? 

Mr. Rosrtnson. No, sir. We have been considering the F-27. How- 
ever, we are in such difficulty trying to finance two DC-6’s that we 
have on order at the moment that we haven’t been able to approach 
the banks on the F-27’s. We spent approximately $20,000 having a 
survey made by an independent authority to present our problem to 
the Whiteweld & Co. iteweld approached, I believe, in the neigh- 
borhood of 30 investors, ineluding institutional investors such as Yale, 
Harvard, and Princeton, insurance companies and the larger banks. 
They just were not interested, even at 6 percent, and with the insurance 
companies I think Whiteweld suggested that they might even be able 
te obtain warants from the company for 10 percent of its stock. 

Senator Brats. As I recall it, Mr. Robison. when we passed the first 
permanent certification bill, that was a permanent certification of the 
13 or 14 local-service carriers. Later on we passed legislation to give 
the same type of permanent certification to the Territories. 

Mr. Rorrnson. To those carriers totally within the Territory, and 
our certificate within the Territory was permanentized by that legis- 
lation. 

Senator Brste. Did you receive a permanent certificate as a result of 
that particular legislation / 

Mr. Roptnson. No. We had our permanent certificate back under 
the “grandfather” rights when all the carriers were originally granted 
certificates in the Territory. But some of our certificates that were 
granted on a temporary basis since the passage of the Civil Aero- 
nautics Act, those were permanentized by this legislation. 

Senator Bree. So the permanent certification legislation is of no 
particular value to you as you held a permanent certificate be- 
cause of your grandfather clause rights? 

Mr. Roprnson. That is true, except for perhaps 25 percent of our 
route which had been granted to us on a temporary basis subsequent 
to the routes we got our grandfather rights. 

Senator Briere. As to those routes, did they become permanent ? 

Mr. Ropinson. Yes, they did, those within the Territory. How- 
ever, those to and from the Territory did not. I think that is a subject 
of some legislation at the moment that is before this committee. This 
committee approved it. 

Senator Brere. That particular legislation has been reported out 
and is on the calendar at the present time. 

Mr. Rorrnson. However, I think our problem has in the tightness 
of the money situation since that permanent certification legislation 
become worse. I think that the same problem exists with all these 
local service carriers in the States. 

Senator Brste. As I understand your testimony, in general it is the 
same as the problem of the local service carriers within the States. 
But in addition to that you have the problem of being included in the 
bill should it become legislation. 
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Mr. Rozrnson. That is correct. Or at least I think we are included. 
I don’t think we require a change in the language. We would like 
the language of the bill changed so that it is clear that we are included 
not: only for operations within the Territory, but also to cover our 
operation between the Territory and the States. And at least to make 
sure, if possible, that in the discussions amongst the committees in the 
submission of the bill to the Senate, that the intent cannot be inter- 
preted by the CAB to exclude us in its entirety. 

Senator Brste. I think I understand your position. Of course if I 
understood the Chairman this morning—Mr. Durfee—I didn’t develop 
the point because I wasn’t aware of it—there is a grave possibility that 
you are excluded. We will find out if you are, and if so, why, and see 

10W the problem can be resolved. 

Mr. Rosrnson. If there is any question in the committee’s mind 
after perhaps consulting with the CAB staff, I would certainly appre- 
ciate the opportunity of coming back. I will be glad to take the 
trip and come back here a week from now or any day that you say. 

Senator Bisie. It is no more than fair that you be furnished with 
the committee’s position once we know exactly what it is as to your 
particular Alaska Airlines, Ine. 

As soon as the committee finds out what the CAB position is, you 
will be advised. 

Mr. Rosrnson. I am here also, not officially but on behalf of Pacific 
Northern Airlines. They knew this point would be raised by us and 
it included them as well as ourselves. That is why they are absent. 

Senator Brste. They are in exactly the same position as you are? 

Mr. Ropinson, Yes, sir. You see, it is a little worse, almost, than 
just being excluded from the provisions of this bill, because once 
we are excluded and the banks see all the other carriers are included, 
we are going to be suspect insofar s the banks are concerned. They 
are going to look for loans to these other carriers that can be guaran- 
teed by the CAB, and it puts us really in a tremendously adverse 
position. 

Senator Bite. As soon as the CAB’s position is determined, you 
will be advised. 

Senator Schoeppel ? 

Senator ScHorrret. Let me ask you a couple of questions. 

Were you one of the lines that were included in a prospective 
merger ? 

Mr. Rosrnson. Between Alaska and Pacific Northern; that is cor- 
rect, sir. 

Senator Scuorrren. How far have your negotiations gone along 
that line ? 

Mr. Rogrnson, Senator, in all honesty there has been absolutely 
no progress toward this merger that was recommended by the CAB 
to us, really, since the last United States-Alaska service case, which 
I suppose was a year and a half ago. 

Senator ScHorpren. I was going to say it was within the last 2 
years. 

Mr. Rosrnson. That is correct. 

Senator ScHorrret. Your appendix C that you have attached to 
your statement, does that reflect your last up-to-the-minute opera- 
tions of your routes ? 

Mr. Rosrnson. Yes, sir. I think that is correct as of today. 
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Senator Scuorrret. In other words, that is current ? 

Mr. Rostnson. Yes, sir. I think these are the routes that we are 
certificated to operate today. 

Senator Scuorrret. I note that you have indicated on here that 
you make the Portland-Seattle- Fairbanks run. 

Mr. Rostnson. Yes, sir. That is the temporary route that is at 
= being considered. That will be permanent, provided the 

egislation is passed and signed by the President. 

Teantor Scuorrren. That was the next question. That portion 
of your airline route structure—— 

Mr. Rosrnson. Is temporary. I think it expires in 1960—July 
1960. However, the balance of the system is all permanent. 

Senator ScHorpret. I wanted to get that clear for the record, be- 
cause that seemed to be the same as that that goes beyond the Terri- 
tory. 

Mr. Roxzrnson. That seems to be exactly the problem that seems, in 
my own respectful opinion, to have confused the thinking of the CAB 
and their staff with respect to our being included in this legislation, 
this temporary route to Portland. Perhaps it was inadvertent. 

Senator Scuorpre.. I share the feeling of the chairman of the 
subcommittee that you should be entitled to have that matter cleared 
up. I,as one member of the subcommittee, would like to have it cleared 


I doubt whether the legislation as such was intended to exclude 
you, unless there are some matters involved here on the merger. 
Therefore I wanted to inquire about the status of that. 

Senator Brstz. Thank you very much, Senator Schoeppel. We will 
explore that and see if we can determine the exact answer. Thank you, 
Mr. Robinson. 

Mr. Rostnson. I appreciate the difficulty that you had in hearing me 
this afternoon, and apologize for not giving you advance notice, but I 
didn’t understand this problem myself. 

(Supplemental statement of Mr. Robinson follows :) 


SUPPLEMENTAL STATEMENT OF H. W. RoBINSON, CHAIRMAN OF THE BOARD OF 
DIREcTORS OF ALASKA AIRLINES, INc., ON S. 2229 


The Civil Aeronautics Board has submitted a supplemental statement relat- 
ing to the foregoing proposed legislation in which it has taken the position (a) 
that Alaska Airlines and Pacific Northern Airlines are not included in the terms 
of the bill, and (b) that, as a matter of policy, these carriers should not be in- 
cluded in the bill. 

The Board is completely mistaken on the question of whether Alaska and 
Pacific Northern are presently covered by the bill. Section 3 of the bill would 
authorize the CAB to guarantee aircraft purchase loans for: “any carrier holding 
a certificate of convenience and necessity * * * providing for operating wholly 
within the Territory of Alaska (including service between Alaska and adjacent 
Canadian territory).” Alaska Airlines clearly comes within this definition be- 
cause it holds the certificate contained as appendix A to my earlier testimony 
which provides for operations wholly within the Territory of Alaska. 

The position which the Board has taken to the effect that Alaska Airlines should 
not be included within the framework of the bill as a matter of policy is incredi- 
ble to us. The Board’s position is entirely predicated upon the fact that 
Alaska Airlines operates both intra-Alaska and States-Alaska routes. We are 
simply unable to understand why the 60 communities which Alaska Airlines 
serves throughout the Territory of Alaska should be penalized simply because 
Alaska Airlines also conducts a service between Seattle, Portland, and Fairbanks, 
Alaska. Alaska Airlines provides services to these interior Alaska communities 
with the same type of equipment utilized by the 6 intra-Alaska carriers to which 
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the Board would extend the benefits of the bill. Alaska Airlines has the same 
requirement as these carriers for more modern aircraft in order to provide a 
better service to the Alaskan communities it serves. It is, therefore, gross discrim- 
ination for the Board to recommend that all of the communities served by the 6 
intra-Alaska carriers should have the benefits of this bill, but that the 60 com- 
munities to which Alaska Airlines provides air service—50 of which have no other 
scheduled air service whatever—should be denied such benefits. The Board’s 
recommendation is particularly difficult to understand when it is recalled that 
Alaska Airlines provides air service to more communities in the Territory of 
Alaska, affecting a greater percentage of the Territory’s population than do any 
of these 6 carriers. Indeed, it serves almost 6 times as many communities as do 
2 of them, and twice as many communities as do 2 others. We are therefore 
confident that this committee will not accept any recommendation whereby such 
a large portion of the Alaskan populace, so totally dependent upon air transporta- 
tion, is specifically denied the benefits of this legislation. 

The Board has also stated in its supplemental statement-that Alaska Air- 
lines operates routes which “definitely are not characteristic of the short-haul 
local service type of operation which the Board purported to have in mind 
when drafting the legislation.” This statement is simply not correct as shown by 
the map attached as appendix C to my earlier testimony delineating the routes of 
Alaska Airlines. The route structure of Alaska Airlines shown in that map sets 
forth mileages between each point served by Alaska Airlines within the Territory 
and reveals that Alaska Airlines services are of a short-haul nature averaging 
only a little over 40 miles between points. This average distance between points 
is actually less than that of several of the six intra-Alaska carriers which the 
Board would specifically include within the scope of the bill. 

It is clear from a reading of the Board’s supplemental statement that the main 
reason, if not the only reason, for the recommendation that Alaska Airlines and 
Pacific Northern be excluded from the scope of the bill was that the inclusion of 
these carriers with their long-haul States-Alaska routes would make it difficult 
to justify the exclusion of the domestic trunk carriers from the bill. There is, 
however, no comparison whatever between Alaska Airlines and the domestic 
trunks. Alaska Airlines’ entire system is comparable in terms of volume 
of commercial revenues, to the domestic local service systems. Actually 4 of 
the 13 domestic service carriers generate more commercial revenue than is 
generated on the entire system of Alaska Airlines. 

Furthermore, and of primary importance, the domestic trunk carriers are off 
subsidy, whereas, as noted by appendix 1 of the Board’s supplemental state- 
ment, Alaska Airlines and Pacific Northern still require subsidy. A subsidized 
carrier, of course, has a much more difficult time securing financing for new 
equipment than does a carrier that is off subsidy because there is always the 
risk that the aircraft acquired by a subsidy carrier will not be recognized by 
the Board, and hence no return element or depreciation granted the carrier 
applicable to such new aircraft with which the loan may be repaid. It is 
precisely ths type of situation which this bill is designed to meet. With the aid 
of this bill subsidized carriers can secure effective financing of more economical 
types of aircraft and thus eventually reduce their subsidy requirements, as 
the Board recognized on page 4 of its supplemental statement. Alaska Airlines 
and Pacific Northern, as subsidized carriers, require this assistance in order to 
finance modern aircraft, not only for their routes within the Territory, but also 
for their routes between the States and Alaska. The problem facing them, 
therefore, is not comparable in any way with that of the domestic trunks 
which are not subsidized and, therefore, do not have financing problems of the 
magnitude of Alaska Airlines and Pacific Northern. Thus the Board is simply 
incorrect in its purported conclusion that if these two carriers are included with- 
in the scope of the bill, “* * * it would be difficult to justify exclusion of other 
long-haul carriers who might wish to be covered by the bill” (supplemental 
statement, p. 3). 

Finally, we cannot stress strongly enough the serious effect upon Alaska Air- 
lines and Pacific Northern of their deliberate exclusion from this bill. At the 
present time, there is almost no capital market in Alaska and carriers operating 
in the Territory generally must seek loans from Seattle banks. The Board’s rec- 
ommendation is, in effect, to give six of the carriers operating in the Territory an 
advantage in securing effective financing by means of the proposed bill, but to 
exclude Alaska Airlines and Pacific Northern from such an advantage. Thus 
these two carriers would be placed at a competitive disadvantage in the money 
market and their present difficulties in securing effective financing would be 
made even more serious. 
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Under the foregoing circumstances, Alaska Airlines urges the committee to 
make clear in its report that Alaska Airlines and Pacific Northern Airlines are 
included within the present language of the bill, and should be included be- 
cause the identical problems faced by local service carriers and carriers operating 
solely within the Territory of Alaska which require the passage of this legis- 
lation are also applicable to Alaska Airlines and Pacific Northern Airlines. 


Senator Brete. Our next witness will be Mr. Kahle. 


STATEMENT OF KEITH KAHLE, PRESIDENT OF CENTRAL 
AIRLINES, INC. 


Mr. Kaniz. My name is Keith Kahle. I am president of Central 
Airlines, Inc., a scheduled local service airline serving 31 cities and 
communities in Oklahoma, Kansas, Texas, Colorado, Arkansas, and 
Missouri. We carry passengers, mail, and cargo on a daily basis, 
under a certificate of public convenience and necessity issued by the 
Civil Aeronautics Board. 

It is most gratifying that this committee has granted such a prompt 
hearing on S$. 2229, which is so important to the local service airline 
industry. On behalf of the people of Centra! Airlines, I would like to 
express our deep appreciation and sincere thanks. We also appreciate 
and are encouraged by the position of the Civil Aeronautics Board 
in sponsoring and supporting the passage of this legislation known 
as the guaranty loan bill. To the Civil Aeronautics Boards, its mem- 
bers and staff, we dip our wings in thanks for their work on this vital 
piece of legislation. 

We feel extremely humble in appearing before this committee which 
has on its membership two distinguished Senators from States served 
by Central Airlines. I refer specifically to Hon. Mike Monroney of 
Oklahoma, my home State, and the Honorable Andrew Schoeppel of 
the great State of Kansas. Both of these Senators have long been in- 
terested in the development of local service airlines in their home 
State and for the Nation. 

Senator Scnuorrren. Mr. Chairman, at this juncture might I say 
that I notice on that map on the wall a gap between Wichita and 
Topeka and Kansas City. I think you will hear about that. 

Mr. Kane. Yes, sir. 

Senator Scnorrret. I hope you will be interested in supplying serv- 
ice along that line. You will have another Senator boosting you. 

Mr. Kaute. I might mention that the city of Topeka, Kans., on 
this particular matter, has recently filed a petition asking for Central 
Airlines service, in substance, to replace TWA, because TWA service 
is now reduced as of June 1 to one round trip a day. 

Senator Scuorpren. That is what I understand, and I am getting a 
lot of letters on it. Iam not willing to let it set there. Iam very much 
interested in what you have to say. 

Mr. Kaur. Senator, we concur and we are at this time working on 
our own specific exhibits to assist in giving those people immediate 
service at this time. We are able, willing, and want to provide that 
service and want to provide the service very, very much. 

As we say in our country, we are your man. 

You have been told during these hearings of the steady growth of 
the local service airline industry. A thumbnail version of this growth 
between the years 1955 and 1956 is included with this statement as 









PURCHASE OF AIRCRAFT AND EQUIPMENT 


89 


appendix A, which shows that the industry’s progress in the vital 
damenia of revenue passengers, passenger-miles, and revenue ton- 
miles has shown substantial gains. Revenue passengers were up some 
550,000 between 1955 and 1956, or 18 percent. Passenger-miles were 
up 108 million, or 20 percent. And revenue ton-miles were up 11 mil- 
lion, for another 20 percent increase. 

Passengers on local service airlines are traveling a greater distance, 
thus providing about 25 cents more revenue per passenger. The in- 
dustry’s planes averaged a fourth of a passenger more for each mile 
they flew. In total, our industry flew nearly 17 percent more plane- 
miles in revenue producing service in 1956 than in 1955. Some of 
this increase was in more intensive cultivation of our basic route sys- 
tems. and some of it was over the 3,827 miles of new routes commenced 
in 1956 in the interest of expanding public service. 

Appendix A to this statement shows the progress made by Central 
Airlines beween 1955 and 1956. Revenue passengers increased 14 per- 
cent, as compared to the industry increase of 18 percent; passenger- 
miles increased 27 percent, as compared to 20 percent for the industry ; 
and the average number of Central’s passengers per mile increased 21 
percent, as compared to an industry average of 2.8 percent. Central’s 
growth is keeping pace with the industry. Central’s assets increased 
during the year os $263,190, to reach $1,515,497 as of December 31, 
1956. 

All of this sounds quite substantial, and in any ordinary business 
would be looked upon as indicative of a profitable operation. But 
such is not the case in the local-service airline industry, especially 
where Central is concerned. 

I might inject here, Senator, that Central Airlines has never paid a 
common stock dividend, and neither have any of the presently certifi- 
cated local-service airlines operating today. 

Senator Brste. How many ships do you have in Central Airlines? 

Mr. Kautz. We have 12 DC-3’s and employ 421 people and fly a 
little over 10,000 miles a day. 

Senator Bratz. Thank you. 

Mr. Kanter. The local service industry is manufacturing a product 
which, practically speaking, it must sell to the consumer below cost 
under present conditions. Over the years the industry—and Central 
as a part of that industry—has consistently narrowed the gap between 
unit cost and selling price. The difference between cost and com- 
mercial revenue has been made up by the Government in the form of 
subsidy in order that an important segment of the Nation’s population 
could have airline service available to their daily needs, so that the 
Post. Office could have an expanded airmail network, and so that the 
Nation’s civil air reserve iol have nearly 200 transport aircraft and 
over 7,500 trained personnel available for defense needs. Normally, 
the private citizens who, as stockholders, purchased this air fleet and 
furnished the capital that makes possible this air route system, could 
expect a return on their investment—the element known as profit. 
However, there have been no profits to date in the local airline indus- 
try. The overall industry shows only a deficit after 10 years of opera- 
tion. Not one of the 13 existing local service airlines has ever paid a 
<ommon-stock dividend. 
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The lead editorial in the current local service issue of Flight maga- 
zine has this to say about the situation: 

This brings us to the greatest paradox in the entire history of transportation 
in this country. In spite of these constant gains in every phase of their opera- 
tions, the locals are losing money and not one penny of financial return has ever 
been made to the common-stock holders in the more then 10 years we've had local 
air service! 

The time has passed when the public and the Government can waste time 
looking backward on the impressive record of local airline growth and develop- 
ment. The carriers themselves have demonstrated to the world that they have 
tried every possible way to reduce subsidy—to get off the dole which each year 
amounts to about $25 million. It is true that they keep providing more service 
each year for about the same amount of subsidy, expanding routes and schedules, 
and requiring less subsidy support in relation to the volume of services offered 
and traffic carried. In spite of spiraling costs and the creeping inflation that 
is gripping every business, the total subsidy requirement has remained rela- 
tively static. The locals are literally on the horns of a dilemma. 

In our seventh year of operation, 1956, Central had 522,878 shares 
of common stock outstanding. In 1956, Central’s stock sold at a price 
of around $2 per share with a book value of 68 cents. In 1956, the net 
earning per share was minus 6 cents. 

A year-to-year analysis of Central’s outstanding stock, and the 
values of this stock are contained in appendix B attached to this state- 
ment. 

Central’s funds come from a combination of equity financing, that 
is to say by sale of stock—in the total amount of $684,737 since 1949— 
and by recourse to deficit financing, through borrowing from the 
banks. 

And speaking of borrowing, I’d like to call your attention to the 
fact that Central has made 107 trips to the banks for approximately 
$6 million which Central has borrowed since 1949. It should be 
noted, however, that the maximum outstanding at any one time did 
not exceed approximately $523,000. 

In total, Central has paid out close to a quarter of a million dollars 
in interest on these bank borrowings and on its preferred stock. 

I came before this group some 2 years ago with a plea for passage 
of the bill awarding permanent certificates to the local-service air- 
lines. I told you then of our difficulties in obtaining financing, and 
I stated that our financial problems would be helped by passage of 
that legislation. I can tell you that this claim has been borne out. 
Since the passage of that legislation, we have been able to borrow 
for operating capital and for purchase of additional DC-3 aircraft 
with less difficulty. We have achieved a greater degree of security 
that has enabled us to spend more of our time on improving our 
operations. 

I would like to mention here, Senator, that the banking aspect of 
this, where we in Central have difficulty as compared with the financ- 
ing that we are doing now, is in the magnitude of the number of 
dollars that we would need to purchase new equipment. 

Senator Brsite. What interest have you been paying on the loans 
that you have made since 1955? That I think is.the date of the 
permanent certification. 

Mr. Kane. We have been paying 5 percent interest. I might 
add that I myself have spent a considerable amount of time looking 
for some place between $2 million and $3 million. We at this time have 
not found that amount of money. I would like to make it real clear, 
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however, that the permanent certification bill did make it possible 
in our particular case to assist us in financing the DC-3 operations 
at that time that we are operating now, and any future DC-3 opera- 
tion that we would be certificated for. Because in our particular 
case those funds had been under a half million dollars. When we 
activated our Denver and Liberal route in Kansas we borrowed 
$184,000 to activate that route. That type of money we can borrow 
now on the basis of 5 percent. 

Senator Brste. Is that a 5-year term ? 

Mr. Kante. No, sir, that money is borrowed on a 3-year basis. 
We are paying it at the rate of $10,000 a month. But on the larger 
equipment our problem gets into a higher echelon of dollars. That 
is where we get into our problem, due to our past earnings records. 

Senator Biste. What is the cost of the DC—3’s that you purchased 
within the last couple of years? We have heard testimony that they 
average about $125,000. 

Mr. Kanter. I can tell you what the market was as of 2 weeks ago. 
We spent about 4 to 6 weeks combing the Nation for another DC-3 
airplane. The market as of 2 or 3 weeks ago for a DC-3 airplane, 
equipped and ready to put on our operation, with the radio equipment 
and instrumentation standards that we would have to have, ranged 
from $125,000 up to $140,000. We were very unusual in that we were 
able to actually buy an airplane from a trunkline for $100,000. Within 
about 24 hours after we bought the airplane one of our principals was 
offered $125,000 for the airplane, but the fact that we got it for 
$100,000 is no yardstick of the market. The one air carrier that 
serves the State of Kansas, their DC-3’s will be available through a 
master broker between July 1 and July 4, and with some of the key 
radio equipment removed they will sell for $125,000. 

To answer your question, sir, to get an airplane on your line, it will 
actually cost above $125,000. 

Senator Brste. Thank you. 

Mr. Kanter. However, the local airline industry is now faced with 
the need for obtaining a more efficient airplane before much further 
progress can be made in improving the economy of our operations. We 
need an airplane which is better adapted to local service requirements 
than our existing DC-3’s. But, the task of financing the acquisition 
of a fleet of new aircraft, at today’s inflated prices, is believed to be 
beyond the capabilities of most local service carriers, unless some help 
is received from the Government. 

Our DC-3’s were purchased at prices ranging from $25,000 to 
$126,000, with engines currently priced at about $3,200 each and pro- 
pellers at about $1.500 each. One of the new airplanes aimed at the 
local service market has a price tag of $590,000 or 8 times more than 
the average cost of Central’s DC-3’s. This new airplane’s turboprop 
engines cost $42,500, which is 14 times more than DC-3 engines cost 
today. The propellers for the turboprop engine cost $16,000, or over 
10 times more than the current price of DC-3 props. If a local service 
carrier acquires 5 of these new airplanes, complete with spares and 
maintenance equipment, the total capital outlay will approximate 
almost $5 million. 

Five million dollars is just six times as much as Central has ever 
borrowed at any one time. It is nearly 4 times as much as our present 
assets, that have been slowly accumulated over an 8-year period. It 
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is over 10 times as much as Central has realized from sale of common 
and preferred stock combined. 

Banks and brokers have one major demand in common before loan- 
ing or underwriting sizable amounts—they want a favorable earnings 
record on past performance. Appendix “B” to this statement shows 
how far Central misses being able to furnish a favorable record for 
the past. Over the years, we have a cumulative loss of $116,218 as of 
December 31, 1956. We hardly receive a warm welcome at the bank 
or other loan markets with such a record. ° 

The magnitude of the financing required to reequip a local service 
carrier is so great, compared to past financial requirements, that fin- 
ancial institutions are likely to require more stringent evidence than 
ever before, of ability to pay back. 

However, before the local carrier industry can ever show the degree 
of improvement required to attract, on its own horsepower, new fi- 
nancing of the magnitude needed to obtain modern fleets of airplanes, 
it is first necessary to achieve the improvements which only modern 
aircraft can provide. It’s like the problem of “What comes first, the 
chicken or the egg?” 

Our industry must first have a better airplane with which to enhance 
our economy and also our standing in the financial world. 

It is an obvious situation where the help of the Government is 
needed to get the industry over a “hump” which must be hurdled 
before the industry can do some of these things on its own. 

We in Central Airlines believe that this proposed legislation, S. 
2229, would be of invaluable aid to this industry as a “backstop” for 
iinancing the reequipment program. 

We would first attempt, as this legislation requires, to secure our 
own financing without recourse to a loan guaranty under the pro- 
visions of this bill. 

Senator Brete. Have you attempted that ? 

Mr. Kanter. Yes, sir. We have talked first to the representative 
of quite a large investment banking house, their representative at 
Dallas. He has passed it on up the line. We have not had any en- 
couragement there at all due to the fact that our earnings record is so 
bad. And also due to the fact that we have not paid a common stock 
dividend. 

I would like to read a letter from our own bank, the Fort Worth 
National Bank, and I would like to emphasize here also again that we 
are able to finance DC-3 operations. But when we get up into the area 
of 2 and 3 million dollars, you might say lump-sum financing, then is 
where we get the blue note. 

Senator Brste. What was that Texas expression ? 

Mr. Kautz. The blue note, sir. 

This is a letter from the Forth Worth National Bank, dated June 
14, 1957: 

THE Fort WortTH NATIONAL BANK, 
Fort Worth, Tex., June 14,1957. 
Mr. KEITH KAHLE, 
President, Central Airlines, Inc., 
Meacham Field, Fort Worth, Tez. 

DEAR Mr. KAHLE: We have been favored with the account of Central Airlines, 
Inc., since its organization in 1949 and we wish to express our appreciation for 
all of the business you have given us and to congratulate you on the growth of 
Central. We observe from your present operations that you are keeping pace 
with the local service airline industry. 
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This bank has supplied much of your needed financing, especially in regard to 
flight equipment; and your relations with us have been very satisfactory and 
your record of payments good. 

You have had several talks with us regarding the replacement of Central’s 
DC-3 aircraft and you advise us that if such replacement is to become effective, 
Central would need financing for new equipment a sum between $2 million and 
$3 million. These amounts are several times greater than this bank’s maximum 
loans to you in the past. Our records indicate that our flight equipment loans 
to you have been in the neighborhood between $300,000 to $400,000. 

Taking into account Central’s earning record and the amount of such financing 
compared with its net worth, we would have to take a dim view of financing new 
equipment that involves a cost of the amounts indicated. 

If legislation such as Senate bill No. 2229 is enacted, we certainly could look 
more favorably upon Central’s application for financing, within our legal loan 
limit, the purchase of needed new equipment. 

We have a high regard for the present management of Central and we assure 
you we will be happy to assist in your financing in every way possible. 

Yours very truly, 
W. B. Duxeg, Vice President. 

That, Senator, is the feel that we have with the banking circles that 
we have contact with. We have explored, as I say, our own bank. We 
have explored it with another bank in another city—in Dallas. We 
have explored it with a capable banking house. And asthe banker here 
points out, he takes a dim view. And that is the sum and substance. I 
think absolutely that the answer to the local-service problem, especially 
Central’s, is a new modern airplane on certain routes only. We do not 
intend to utilize a new piece of equipment on all of our routes. 

Senator Brstz. Do you have any F-27’s or comparable ships under 
order at the present time ? 

Mr. Kautz. No, sir. We sent a member of our board of directors 
to Amsterdam about a year ago. About 3 weeks ago we took our opera- 
tions manager, our executive vice president, and others and we went to 
Hagerstown, and we are reviewing again the F-27. They have made 
some good improvements on it. We have not ordered because at the 
moment we don’t know where the end dollars will come from. 

Senator Brate. How many would you order if you did have the 
end dollars ¢ 

Mr. Kane. We would estimate, sir, between 3 and 4. We would 
use them largely on our Fort Smith-Kansas City-Dallas and our 
Fort Smith-St. Louis-Dallas run, and our Tulsa-Wichita run initially. 

Senator Bratz. You would use DC—3’s on the balance? 

Mr. Kaute. Yes, sir, because some of our routes are thin. As a 
public servant we must continue and want to continue to serve them. 
But some of our routes will not support a modern airplane. 

Senator Brie. What is your overall load factor? 

Mr. Kaute. Our overall load factor for the last month was 35.01. 
But on the routes that we would contemplate using the modern air- 
plane on, would be between Joplin and Kansas City, where in April 
we had a load factor of 62.57 ; and between 

Senator Bratz. What is that percentage again ? 

Mr. Kante. Sixty-two percent load factor. 

Senator Bisix. That is your last month’s load factor in DC-3’s? 

Mr. Kautez. No, sir, last month it was 35. On Fort Smith-St. Louis, 
for that segment we are averaging about 44.18 percent operating a 
DC-3, especially with the tornadoes and monsoon season that we 
have had down there, there are times that we have had—and this is 

94451—57——7 
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very important and you can appreciate it—there are times, especially 
in regard to the military at Fort Smith, and in regard to the military 
at Wichita, going to Tulsa and down to Fort Worth, there are times 
when we have to leave the passenger’s baggage at the airport. We 
advise him of this condition. But on a DC-—%, in our operation, when- 
ever you get up to a load factor of around 50 percent (1) we are not 
seotetanolelieg the full traffic potential; and (2) the individual that 
we are carrying, at times we are not giving him the type of service, 
especially in regard to that baggage. 

Senator Brste. You finally let the bag catch up with him? 

Mr. Kautz. That is right, and I am not proud of it, but that hap- 
pens. We just have a weight problem. On the new, modern airplanes, 
that is limited. 

Senator Biste. You may complete your statement. 

Mr. Kaunue. However, the knowledge that the guaranty method 
is available, if all else fails, would permit the local carrier to make 
their equipment plans and go forward with them. 

In the case of Central, it isn’t that we lack faith in our own ability, 
or that our present stockholders lack faith in Central, or that the 
banks with which we do business have reason to lack faith in Central. 
Tt is simply that the magnitude of the financing required to purchase, 
supply, and introduce a new airplane to the public is so much greater 
than anything in our past smal] business experience that, frankly, we 
need the availability of financial help. In view of the lack of earnings, 
not only by Central but by the entire local service industry, we feel 
justified in seeking legislation that would provide a loan guaranty 
on which we can rely for protection in making future plans to better 
serve the public, if all normal sources fail us. 

This guaranty loan bill is one of several recourses vitally needed 
to strengthen the local carrier industry. There is pending before the 
Civil Aeronautics Board a rate of return case which we hope will 
provide a profit element for the industry. 

Further, there is pending before the Board, proposals which we 
hope will let us retain a capital gain realized on the sale of our old 
fleet which we could apply on the purchase of new equipment. The 
guarantee loan bill, by itself, will not get us the loan unless we have 
some substance of our own. 

This guarantee loan bill is, therefore, an integral part of a program 
which, in our belief, is essential if the lecal service airlines are to be 
able to modernize their operations, improve their economy and effi- 
ciency, and reduce their dependence upon subsidy. 

Again, let me express our appreciation to the Civil Aeronautics 
Board for sponsoring this legislation and to this committee for recog- 
nizing the importance of this legislation and granting us such a 
prompt hearing. 

Thank you. 
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The only other thing I would like to add, Senator, is in regard 
to these hometown airlines, in our particular case, it is essential that 
we have a modern airplane, especially that is air- conditioned, because 
on hot days . today, especially in our country, we cannot alr-con- 
dition the DC-3. We have experimented with it quite extensively, 
but we can’t do it economically. Where the man in his automobile 
can drive in an air-conditioned car, that is one big thing that we need 
in our particular area, is an air-conditioned airplane. 

Senator Brae. You feel that the only way that you can get this 
new equipment—I don’t think there is any particular member of this 
committee that disagrees with the premise that you are making—you 
feel that the only way that you can get to it is by some type of guar- 
anty loan bill ? 

Mr. Kante. Yes, sir. Right today I don’t know where we would 
get the money for new equipment. But again I want to emphasize 
for the record that the DC-3 operation we have now, and any that 
we get in the future, mainly as a result of the permanent certification 
bill, that we were able to finance through normal banking. 

Senator Brete. The permanent certification bill helps you only in 


your initial financing as far as DC-3’s are concerned up to a limit of 
some $350,000 or $4.00, 00% 


Mr. Kanter. That is right. 


Senator Bisie. When you get beyond that, the permanent certifica- 
tion bill is of no value to you. It that what you are saying? 

Mr. Kautr. Well, it is of value to us, sure. 

Senator Bisie. I say beyond the $400,000. 

Mr. Kane. Let me put it this way: If we were on a temporary cer- 
tificate at this time—— 

Senator Brste. You wouldn’t have gotten the $400,000 ? 

Mr. Kanter. That is almost right. 

Senator Brate. Senator Schoeppel ? 

Senator Scnorrret. I don’t believe I have any further questions. 
That is a very good statement. 

Senator Brste. Thank you very much, Mr. Kahle.. That is an excel- 
lent statement. 

(The exhibits referred to follow :) 


APPENDIX A 


Central Airlines, Inc., comparative traffic statistics, 1955-56 


Central Airlines, Inc. 


- 
ae 
; 


Local service ae 








Percent 


Percent 


Revenue passenger miles | 

flown (in thousands) . 15, 518 | 19,7 27. 34 537, 017 644, 994 20. 14 
Revenue passengers carried - .| 94, 282 | 107, 14. 29 | 2, 963,936 | 3, 516, 242 18. 68 
Revenue miles flown J 2, 649,052 | 2, 785, 5. 6 | 51, 802, 611 | 60, 529, 316 | 16.85 
Revenue ton miles . __- ; 1, 610, 648 2, 033, § 26.28 | 54, 988, 418 66, 474, 019 20. 88 
Passengers per mile_._...-.- -| 5. 86 | 7. Of 20. 99 10. 37 10. 66 2.8 
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STATEMENT OF G. HAMILTON BEASLEY, EXECUTIVE VICE PRESI- 
DENT AND TREASURER, WEST COAST AIRLINES, BOEING FIELD, 
SEATTLE, WASH. 


Mr. Berastey. I am a little superstitious. Two years ago on per- 
manent certification I had 30 seconds to finish up my statement. The 
bill passed shortly thereafter. 

Senator Brete. You will have a longer time now. 

Mr. Brastry. I am executive vice president of the West Coast Air- 
lines, and since last February, treasurer. I am one of those persons 
that has been talked about considerably today. Prior to October 1, 
1954, when I went with Mr. Benz in Seattle, I came from the invest- 
ment banking fraternity. 

Senator Bisie. Do you have a prepared statement ? 

Mr. Brastey. No; I do not. I thought I would be able to close it 
much faster this way. 

I listened with interest to Mr. Henry’s very able presentation as an 
investment banker rather than an airline operator which Iam now. J 
think he covered the subject very well. 

West Coast Airlines is heartily in favor of this bill. We would 
like to see it pass. For your information we think it is one of the 
greatest things that could happen to give the local-service carriers, 
the Territorial carriers, and our brothers from Alaska down into 
Washington, self-sufficiency. 

Senator Breite. How large is West Coast Airlines at the present 
time ¢ 

Mr. Brastey. West Coast Airlines has a fleet of 14 DC-3’s. We op- 
erate in Oregon, Idaho, and Washington. We have route applica- 
tions of course along with the rest of them for additional route awards. 
We have ordered six F-27’s. We have the first one, next to Mackey 
Airlines, that is coming off of the, shall I say, the press, in Hagers- 
town—the production line. 

Senator Bratz. You have how many ? 

Mr. Beastey. Six ordered, firm orders. 

Senator Bratz. Six F-27’s? 

Mr. Brastry. That’s right. 

Senator Birnie. What problems did you have in attempting to fi- 
nance the others ¢ 

Mr. Brastey. It has been a problem of a whole year. I think 
partially our problem is solved. We are in the final negotiations now 
for equity money. I believe that a great part of our being able to 
solve a portion of the problem comes from the belief of our board and 
certain stockholders that self-sufficiency can be attained by the order- 
ing of new equipment. 

I do know that had this bill been in effect, had the capital gains bill 
been in effect, and not so much for us but for others, even the equip- 
ment trust bill been in effect, our job would have been much easier and 
much less costly. 

Senator Brsie. Even without those two bills, you were able to secure 
financing ? 

Mr. Brastey. We have secured the major portion of ours. We are 
at the moment negotiating on an equity situation which I am not sure 
at what stage the negotiations are in. I will probably know tomorrow. 
I don’t know now. 
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Senator Biste. Does West Coast Airlines contemplate the purchase 
of additional F-27’s over and above the six that you have on order 

Mr. Brastry. If the present six live up to their expectations, and 
as my experience in the investment-banking field indicates, all we need 
is the impetus. Beyond that point we can take care of ourselves. 

Senator Brste. What is the length of time on the financing that you 
have already arranged ? 

Mr. Brastry. Ten years, sir. 

Senator Brsix. You have arranged 10 years’ financing ? 

Mr. Brastey. We had to make three deals in order to do it. 

Senator Brsie. What is the interest rate on that financing? 

Mr. Beastey. It varies. As of the moment it hasn’t been definitely 
settled for the last $2 million. The interest rate on the first $2 million 
is 51,4. 

Senator Breie. And the interest rate on the last $2 million has not 
been settled ? 

Mr. Beastery. I assume it will be 514, because that waits for second 
money. 

Senator Brete. How many additional F-27’s or comparable ships 
would you buy? You have six under order? 

Mr. Brasiey. He have six under order. We originally ordered 4 
and had 4 under option. We converted the 4 that were under option, 
we made firm 2, which gives us a total of 6. If we were to convert our 
entire fleet, and being of a hopeful nature on route awards and things 
like that, I would assume that our ultimate goal would be between 12 
and 15, 

Senator Brste. West Coast Airlines is on subsidy at the present 
time ? 

Mr. Brastey. Yes, sir. 

Senator Bratz, Do you have any educated guess as to when you 
might come off of subsidy with this new equipment ? 

Mr. Brastry. We have, to the best of our knowledge, and by the 
employment of independent counsel, stated that 39 months after we 
have 1 full year under our belt of operations, that we will be off of 
subsidy on our present route structure, provided we are allowed to fly 
as a local service carrier in the same manner as what is called by the 
Civil Aeronautics Board the Ozark-type restriction. 

Senator Bratz. What type? 

Mr. Brastry. Ozark type restriction. That means that after you 
give 2 flights a day, or the basic local service, that then you can skip- 
stop or you can fly some portion of it nonstop, providing you make 2 
stops between terminals. 

Senator Bree. It will still be scheduled service; is that correct? 

Mr. Brastey. Yes, sir. 

Senator Bratz. It will simply be an overfly ? 

Mr. Beastey. It will be an overfly for the simple reason that we 
schedule on 4 of our segments 2 DC-—3’s within 45 minutes of each other 
in order to accommodate the people that want to fly, whereas we would 
only have to schedule 1. 

Senator Bretr. When do you take delivery of the six F-27’s? 

Mr. Brastey. Up to next October—October 1957 is the date of the 
first delivery. I don’t believe we will get it in 1957. I believe it will 
be sometime in 1958. We have plane No. 2, 4, 6, 8, and then we skip 
4 months for the next 2 that we have. 
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Senator Brsiz. Do I understand your statement to be that it is your 
hope or your educated estimate that after you secure your 6 F-27’s, 
and have 1 complete year’s operation of the full fleet of 6 F-27’s—— 

Mr. Breastey. That is correct, plus our DC-3’s. 

Senator Brete. That your best estimate is that 39 months after that 
period of time you will be off of subsidy ? 

Mr. Beastey. That is correct, sir. 

Senator Brsie. The reason I constantly ask that question is because 
the question is constantly being asked of us, as to when you will be off 
subsidy, for instance, if this bill were to pass and you were to receive 
the newer and better type equipment. 

Mr. Brastey. There are certain segments of West Coast Airlines 
where we couldn’t afford to use—and we are trying, incidentally, to 
put 44 seats in our particular configuration—there are certain seg- 
ments where we couldn’t afford to use that many seats, where the cost 
of servicing, because it is a DC-3 operation, will still be a DC-3 
operation. 

Senator Biste. How many miles do you have in certificated routes ? 

Mr. Brastey. We have at the present time 2,384 miles. We fly ap- 
proximately 12,000 miles a day; our load factor has been, last month 
systemwide, 53.54. Approximately 54 percent. My educated guess 
is, at the moment, our load factor for the month of May will be ap- 
proximately 58 percent. That is on a 21-seat basis. 

Senator Bratz. Senator Schoeppel ? 

Senator ScHorrre. I have no questions. 

Senator Brete. I think that is a very full statement. I certainly 
appreciate having it, Mr. Beasley. Do you have anything further 
toadd? 

Mr. Beastey. No, sir. 

Senator Brste. I appreciate your being here. 

If there is no one else who desires to be heard this afternoon, we will 
stand in recess, subject to the call of the Chair. I would anticipate 
that the hearings will go on early next week. We will conclude the 
hearings at this time. We have three more witnesses, although pos- 
sibly others will indicate their wishes by that time. 

he will stand in recess, subject to the call of the Chair early next 
week. 


(Thereupon, at 5: 06 p. m., the committee was recessed, to reconvene 
at the call of the Chair.) 
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WEDNESDAY, JULY 3, 1957 


Unirep Srates SENATE, 
COMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
SUBCOMMITTEE ON AVIATION, 
Washington, D. C. 


The subcommittee met, at 10 a. m., in room G—16, United States 
Capitol, Hon. Alan Bible presiding. 

Senator Brste. The hearing will come to order. 

This Subcommittee on Aviation of the Committee on Interstate 
and Foreign Commerce is continuing its hearings on S. 2229, a bill 
to provide for Government guaranty of private loans to certain air 
carriers for purchase of aircraft and equipment. The legislation was 
proposed by the Civil Aeronautics Board, and was introduced at their 
request. 

In recommending the enactment of S. 2229, the Board advised this 
committee that the cost of acquiring new modern aircraft was becom- 
ing so great as in all probability to render such aircraft unavailable to 
the local service and short-haul carriers, on reasonable terms, without 
governmental assistance of some kind. 

The airlines who would directly benefit from S. 2229 provide service 
to 458 towns and cities, 261 of whieh are serviced exclusively by these 
carriers. They, and others in the Territories who receive airmail, air 
express, and passenger service from these carriers have a population 
totaling over 54 million Americans. 

In support of the legislation, the CAB stated: 

A serious deterrent to improvement in the financial position of the local service 
carriers and the carriers operating wholly within the Territories of Alaska and 
Hawaii has been relatively high cost of operating types of aircraft which have 
been available for the short-haul type of service for which these carriers are 
certificated. 

The proponents of this legislation claim that S. 2229 would go a 
long way toward correcting this situation. 

We have a list of seven witnesses this morning. We intend to con- 
clude the hearings this morning. 

We will now hear from our first witness, Mr. Seamon, representing 
Cordova Airlines, Alaska Coastal Airlines, and Northern Consoli- 
dated Airlines, 
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STATEMENT OF THEODORE SEAMON, REPRESENTING NORTHERN 
CONSOLIDATED AIRLINES, CORDOVA AIRLINES, AND ALASKA 
COASTAL AIRLINES 


Mr. Seamon. I have no substantial policy statement to make, sir. 
I merely want to express the position of the three carriers, Cordova 
Airlines, Alaska Coastal Airlines, and Northern Consolidated Air- 
lines, who are intra-Alaskan air carriers. They have not been able 
to appear here but they have asked me to express generally the fact 
that their position is substantially that as testified to by Mr. Wien, 
of Wien Alaska Airlines, at the last proceeding. They do support the 
eg as a means of facilitating long-term debt financing for those 
otherwise unable to acquire debt financing on reasonable terms. 

They also desire to bring to the committee’s attention the very sub- 
stantial reliance upon the retention of capital gains. Of course the 
circumstances among individual carriers vary, and it is hoped and 
anticipated that each of them, or some of those whom I represent, 
will have had an opportunity to submit a detailed written statement 
for the record before the record is closed. 

Senator Brste. The record will be kept open for 1 week, so they 
will have a week in which to do that if you would care to advise us, 
sir. 

Mr. Sramon. Yes, sir. 

Senator Brste. Are these three airlines that are operating exclu- 
sively within Alaska, permanently certificated ? 

Mr. Seamon. They are permanently certificated, Mr. Chairman. 

Senator Brste. And are they flying DC-3’s? 

Mr. Szamon. Two of them are flying DC-—3’s, in addition to bush 
equipment, of course; and one, in addition to DC-—3’s, is also flying 
C446 equipment, which is also in about the same general range of 
market value. 

One, Alaska Coastal Airlines, is flying entirely an amphibious opera- 
tion in southeastern Alaska, with a PB—Y aircraft, Grumman Goose- 
type aircraft, and smaller aircraft. 

n the case of Alaska Coastal, they have pointed out that their 
requirement may not be for equipment such as the F-27 or new equip- 
ment because there was no new equipment adapted to an entirely 
amphibious operation. In their written statement, which I hope they 
will be able to get in before the week is over, they will want to bring 
to the committee’s attention, and I will do so now in the event it comes 
in too late, the attention of considering where a carrier has a peculiar 
situation, of entirely amphibious equipment, of the bill applying to 
any acquisition of equipment that is peculiarly required for its opera- 
tions, such as the PB-Y. 

Senator Bratz. Do you know whether these airlines have made any 
attempt to acquire larger equipment, more improved and more modern 
equipment ? 

Mr. Sramon. Yes. Northern Consolidated has a firm order for 
three of the F-27’s. Wien Alaska also has an order for F-27 equip- 
ment, three F-27’s. 

As Mr. Wein testified, he anticipates that his company will be able 
to reduce its break-even need by approximately $500,000 during the 
early period of operations. 
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Senator Bisite. How about Cordova Airlines or Alaska Coastal? 

Mr. Sramon. They have no firm commitment proposals. However, 
both of them are being faced in the near future with the same prob- 
lems as will confront the others. And for the purpose of equipment 
planning now, even though they don’t have firm orders immediately, 
for the purpose of equipment planning it appears very definite that 
the bill which is before you, and the capital gains, will be essential 
for them to continue to plan for the improvement of their service. 

Senator Bratz. Do you know the experience that any 1 of these 3 
airlines has had in attempting to finance the purchase of F-27’s, for 
example? 

Mr. Seamon. I know that both Consolidated and Wien are now in 
the process of negotiating financing. They have not been able to com- 
plete it as yet. Their financing problems in the past have always been 
difficult because of their location in Alaska, the remoteness from capi- 
tal in the States, the fact that they are competing with companies with 
different earning records, who were more known to financing institu- 
tions in the States. They have over the years been financed on a short- 
term basis. It has been 8 percent money in Alaska. In the past both 
Northern Consolidated and Wien were forced to construct rather sub- 
stantial hangars in Anchorage and Fairbanks. They were unable to 
obtain commercial loans for that purpose but had to resort to defense 
loans, that the facilities were essential to their defense role in Alaska. 

Any long-term debt in the past has been only through RFC or De- 
fense Production Administration loans by those two carriers. Cor- 
dova built a smaller hangar and could only do so through a small- 
business loan. 

Conditions vary. It may well be that 1 or 2 of them would require 
capital gains to an extent greater than a guarantee loan. Others, 
there was no question, can’t do any financing without the type of legis- 
lation that is before this committee. They have desired me to express 
their feeling that both of these projects are essential for the continued 
planning toward improvement. 

Senator Bratz. The companies that you represent favor both bills? 

Mr. Seamon. They favor both bills. 

Senator Bratz. Do you have any feeling as to whether one is more 
important than the other? 

Mr. Sramon. They feel that both are essential, sir. In other words, 
it is one thing to obtain the loan, but if you can get it you also require 
the retention of capital gains to maintain your debt equity for the 
loan. The debt equity or the equity of 10 or 15 percent, which is es- 
sential to the downpayment, is meaningless unless you can obtain the 
loan to use the equity as a lever. 

Senator Bratz. So you think both bills are highly important and 
necessary for the future of the feeder lines ? 

Mr. Seamon. We feel that both bills are very essential. 

Senator Bree. I have no further questions. 

Do you have any questions, Mr. Baynton ? 

Mr. Baynton. No, sir. 

Mr. Sramon. May I make one further statement ? 

Senator Brete. Certainly. 

Mr. Sramon. It has been stated here before—I have heard the testi- 
mony in the first day of the hearing, that some carriers require the 
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guaranteed loan to an extent greater than the capital gain, and vice 
versa. That has been stated to the committee. The important thing 
is, to an individual carrier who is interested in obtaining new equip- 
ment of the F-27 type, that whether he is or is not able to obtain his 
financing without this, there are so many carriers that do require 
it, there are other carriers who require the capital gain, that it is to the 
interest—and I am speaking now for one of the carriers particularly— 
it is almost futile for him to be able to arrange his financing unless 
there is a broad enough base of carriers requiring this type of equip- 
ment to furnish the basis for orders, both in terms of price and in the 
availability of aircraft. 

We have seen situations in the past where the carrier has an order 
for a projected type of new equipment, and then has been disappointed 
because enough carriers have not been able to obtain the financing to 
wane the production at reasonable cost. So it is an industry prob- 

em. 

Senator Bratz. Thank you very much, Mr. Seamon. 

Mr. Seamon. Thank you, Mr. Chairman. 

Senator Brste. Our next witness is Mr. Hicks. 

Mr. Hicks, you may proceed and identify yourself for the record. 
Do you have a prepared statement ? 


STATEMENT OF GWIN HICKS, PRESIDENT OF LAKE CENTRAL 
AIRLINES, INC., INDIANAPOLIS, IND. 


Mr. Hicks. Yes, I do, Senator. 

Senator Brstze. You may proceed. 

Mr. Hicks. Mr. Chairman, members of the committee, my name is 
Gwin Hicks. I am president of Lake Central Airlines, Inc., with gen- 
eral offices located at Weir Cook Airport, Indianapolis, Ind. 

We, the employee-owners of Lake Central Airlines, greatly appre- 
ciate the opportunity granted by this committee to make an appear- 
ance here today to express our support of Senate bill 2229, which 

rovides Government guarantee of private loans negotiated by air- 
lines, such as Lake Central, for the purchase of new aircraft. 

Lake Central Airlines serves 18.5 million people through 31 cities 
located in Indiana, Ohio, Michigan, Illinois, Pennsylvania, and New 
York. For a graphic picture of our area I refer you to page 9 of our 
exhibit A. The black lines are the routes now in operation and the 
white lines represent routes now being reviewed by the Civil Aeronau- 
tics Board in the Great Lakes local service investigation case for the 
further expansion and improvement of local air transportation in 
our area. 

We of Lake Central are extremely humble in appearing before you. 
We have no Senators on this subcommittee; however, two of our dis- 
tinguished Senators from the State of Ohio serve on the Committee 
on Interstate and Foreign Commerce—the Honorable John Bricker 
and the Honorable Frank Lausche. 

Both of these Senators have long been active in the development and 
support of the local airline industry for the Nation, and especially for 
their home State where Lake Central serves 14 cities, 8 of which have 
no other air carrier service except Lake Central. 

We also salute the forthright position and testimony of Mr. Durfee, 
Chairman of the Civil Aeronautics Board, in which he set before 
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you the growth and present conditions of this rapidly expanding seg- 
ment of the scheduled air transport industry. 

We are one of the youngest airlines of the 13 making up the 11-year- 
old local air service industry of this Nation. Lake Central has been 
operating since November 1949. 

Frankly, I am here today because we need this committee’s help 
and favorable recommendation for the passage of this important leg- 
islation in Congress this session. Time is of the essence. Financing 
today is critical in all business, Rising interest rates and the tight- 
money market are the topic today in all business discussions. 

The earnings record of the local and territorial airlines operating a 
type of aircraft that is neither economic nor modern, nor otherwise 
attractive to the public, has been such that the local service airlines 
have been unable to establish any credit positions in financial circles 
suitable for the financing of a really effective reequipment program to 
replace our fleets of DC-—3’s. Currently, Lake Central is operating 
with 10 Douglas DC-3’s. 

It has been said here before that the local service industry has two 
major problems: (1) We need strengthening routes, both for economic 
reasons as well as to fit into the coming jet age; and (2), we need a new 
airplane and a method of financing these new fleets of aircraft. 

As I mentioned earlier, Lake Central is an employee-owned airline. 
We are also small business. To that degree, we are somewhat unique 
in the field of transportation. And I believe this points up the con- 
fidence which a group of 385 young men and women have in the future 
of air transportation. These people have not only placed their faith 
in Lake Central’s future but have also placed their money on the 
line for the development of this vital service which we so strongly 
feel is the greatest tool in our Nation’s economy today. 

Shortly after the acquisition of 97 percent of the common stock 
of the corporation in January of 1955, the officers and employees set 
about to place a stronger financial base under our small company. 
Chairman Durfee, in his presentation, noted that Lake Central has 
only 83,000 outstanding shares of stock. 

This past week, Lake Central filed with the Securities Exchange 
Commission, and their State counterparts in Ohio and Indiana, a 
prospectus which is exhibit A in my testimony. We propose to raise 
$300,000 of additional equity capital for the purpose of improving 
the working capital base of our corporation. 

We anticipate that these debentures will be picked up by the present 
employee owners of Lake Central Airlines and therefore will not be 
a general public offering. I feel this again highlights the sincere 
desire of our employees for a stake in aviation’s future. 

Needless to say, legislation of the type requested here today would 
have a very forceful impact on our group. Our employee owners 
could easily identify this legislation with a more positive accomplish- 
ment of our new equipment program. 

The size of such a long-range program is dependent on three items. 
They are (1) the outcome of our current route applications; (2) the 
acquisition of new, modern aircraft; and (3) the continuing develop- 
ment and growth of our passenger business. 

All three are inextricably entwined. You have the key to solving 
one of these problems in the aircraft fleet modernization bill. With- 
out it we of Lake Central can see no way to acquire new equipment. 
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1 feel you can compare the superhighways being built today be- 
tween large and distantly located commercial centers with the aerial 
jet highways over which the trunk carriers will fly their jet fleets 
in late 1959 and early 1960. 

All along the Chicago to New York toll-road system are cloverleaf 
intersections where traffic from smaller cities feed onto the super- 
highways. Here again, on our aerial highway, Lake Central, as well 
as other local service carriers, will feed into larger centers of commerce 
on the jet airways for transfer to longer jet hauls. 

The CAB, through their route realinement program is in the proc- 
ess of correcting deficiencies in the direction and pattern the traffic 
will flow. By the time the jet age is with us, this job will be completed. 

But what about the airplane that will transport the people to the 
jet hub? Will they have to fly in an aircraft manufactured some 20 
years ago? 

Even today, on the superhighways and the secondary highways, 
the number of Fords and Chevies of the 1936 to 1938 vintage is in- 
deed small. It is in this field that the local service airline in the United 
States is so seriously and so obviously behind the times. 

In 1955, Congress passed the permanent legislation bill, which 
greatly helped the local industry financially and morally. Fitting 
that piece of legislation into the superhighway jet airway analogy, 
you might say that Congress secured for the local airlines the rights- 
of-way for these new aerial roads. 

You put us in business on a permanent basis and permanently 
awarded certain routes and areas to a given number of carriers. This 
was Vital legislation and has and will continue to assist us materially 
in our development. 

In Senate bill 2229, we are asking that you further lend your as- 
sistance to our growth and progress by guaranteeing us the means of 
obtaining the needed modern aircraft to fulfill the obligations tend- 
ered us by your actions of 1955. Let’s help build the other approach 
span now with S, 2229. 

Along this line, both in building our superhighway network and 
our jet aerial highway network, everyone is extremely optimistic about 
the future economy of the United States. I, too, am optimistic, but 
in any business, I feel you should never lost sight of the fact that there 
is a possibility that the economy could reach a plateau and level off, 
or could conceivably turn downward. 

Think how vital this legislation, if passed, would be to each carrier 
and their respective banks in the event of a leveling off or a dip in the 
economy. You only have to look back to the 1930’s to realize the im- 
pact of this bill on the local airline industry in the event of an un- 
favorable economic change. 

I am sure many remember the Government support which was 
available to all business requiring it during the long hard years that 
this country pulled itself out of the last depression. This airfleet 
modernization bill before you would have the same effect of helping 
to stabilize one segment of our economy in the event of unfavorable 
economic conditions. 

We sincerely hope this will not be necessary. But, like passenger 
flight insurance, you feel much more comfortable while aloft if you 
know your family won’t be in economic upheaval if there is an accident. 

I also appear here as vice chairman of the Association of Local and 
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Territorial Airlines, a trade association, whose executive director is 
Col. J. P. Adams. Many of our members have already presented 
their testimony in support of this legislation during the hearings con- 
ducted before this committee on June 17, 1957. 

I have tried to point up how the local service or feeder airlines 
must fit into the national] and international jet airline network by 
using the superhighway aerial highway analogy. 

Second, I wanted to tell you the Lake Central story, not so much be- 
cause of my own pride in our employee-owner package, but more be- 
cause I feel this represents a sincere and true act of good faith in the 
future of local-service airline operations. To me, it is indeed an out- 

standing accomplishment. 

The third point I would like to stress is the relationship of local air- 
lines—and their fleets of equipment—to the national defense. 

At present, the local and territorial airlines fleet includes some 250 
multiengine transports and close to 100 aircraft of other types—a fleet 
larger than that of all the United States domestic airlines combined in 
World War II when our airlines did so much to speed the victory. 

To expedite the replacement of such an air fleet is no smal] achieve- 
ment; it can give impetus to our whole national economy, through the 
faster movement of passengers, mail, express, and freight. Through 
S, 2229, we will win another battle in the industrial revolution of this 
country and we will create a major asset for emergency or war. 

The modernization of our branch of air transport “will help create 
new types of short-range aircraft long urgently needed for the de- 
velopment of civil and military aviation around the world. 

This need has been keenly felt for more than 15 years. Even in 
World War II, airmen who looked ahead toward the dynamic expan- 
sion that was to follow thought of “feeder airlines” as the means liter- 
ally of feeding the Nation’s major route system just as the roots of 
a tree feed its trunk. 

They knew even then that a “feeder airline,” as it was then called 
would need a “feeder airplane” specially designed for that service. 
But in the postwar reconversion of the aircraft industry, the money 
was obviously in the larger long-haul planes to serve the rich, long 
routes of the trunklines rather than the undev eloped territory of the 
newly created local-service carriers. 

So these new airlines had to equip themselves with old equipment. 
We used the outgrown hdedieinrinames of the Armed Forces and the 
trunk carriers. We have reached the point where we cannot do the 
man-sized job that is assigned to us in the boyhood castoffs of our big 
brothers. 

This is not merely our problem; it is a Federal problem, civil and 
military. And so the pending bill is a Federal solution, in the welfare, 
not merely of our airlines but of the public. 

The earlier idea was to help finance the development and testing 
of prototype aircraft. Enabling legislation—Public Law 867—was 
passed in 1950. But the aircraft industry y vas reluctant to accept 
such aid in fear that Federal supervision would stifle invention more 
than it stimulated. 

As late as 1954 the needed short-range prototype was not in sight. 
The Air Coordinating Committee report on United States aviation 
policies, after intensive study by all interested Federal agencies, spe- 








108 PURCHASE OF AIRCRAFT AND EQUIPMENT 


cifically recognized the need for the very thing this pending bill 
provides, in the following words: 

The Federal Government should, by appropriate means, provide financial 
aid for the development and testing of a local service prototype. 

Still, no action was taken in this country, due partly to Federal 
disagreement as to the means and partly to the preoccupation of air- 
frame manufacturers first with military production and then with 
long-range transport planes. 

It should be a sober warning that the problem of design and build- 
ing of a short-range prototype had to be solved abroad. As has been 
pointed out by other testimony, the effect of the F-27 on the local 
service industry will be momentous. 

Let us also consider the effect upon the mobilization potential and 
for emergencies when speed and readiness can save many thousands 
of lives. It is widely known that the trunk airlines have committed 
hundreds of long-range four-engine aircraft to the CRAF plan—the 
civil reserve air fleet—for instant call if the bell rings. 

It is less known that an important short-range role is left for the 
planes not in the CRAF program under what is called the WASP, 
or the war air service pattern, for reallocation of commercial aircraft 
in war. 

Some of the modern equipment made possible by the pending bill 
may have to fill the gaps in the trunkline system after the CRAF 
planes go for overseas duty. Others will fly where the need is 
greatest. 

When the Chairman of the Civil Aeronautics Board, who holds this 
grave responsibility, suggested that the modernization of the local 
service aircraft fleet be expedited by Federal guaranty of loans, I 
do not doubt that he was guided by much secret information, even 
though some other Federal agencies not so close to these facts have 
not concurred. 

When the need is so clear and so urgent, I say that any small tech- 
nical doubts that stand in the way must be brushed aside. Even if 
substantial Government costs were involved, this would be bargain 
legislation in its public good. But I foresee no losses. 

In conclusion, gentlemen, may I ask that in the name of keeping 
the commercial airline network of the United States the finest in the 
world at the lowest possible—or eventual elimination of—subsidy 
cost to the taxpayers and in the best interests of our national- defense 
program, may I ask that you give favorable consideration and recom- 
mendation to the passage of Senate bill 2229. 

It has been my extreme privilege and pleasure to appear before 
you today, and I thank you for your time, courtesy, and consideration. 

(Exhibits A, B, and C were placed in the committee file. ) 

Senator Brste. Thank you, Mr. Hicks. 

What type airplane, and how many is Lake Central flying at the 
present time ¢ 

Mr. Hicks. We are flying 10 DC—3’s at the present time. 

Senator Brete. What attempts has your airline made to secure 
improved equipment ? 

r. Hicks. We have made no attempts at the present time. We are 


in ‘the process of this reorganization and development of a new route 
pattern in the Ohio-Indiana-Michigan area basically, and until the 
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outcome of that route pattern is more firmly established. But we can 
foresee that this new aircraft will be of vital necessity to us. 

Roughly, we can see from a rule-of-thumb measurement, based on 
our conversations with other carriers who are and have had economic 
studies made for their particular systems which are rather comparable, 
we are thinking in terms of about five. 

Senator Bratz. Five F-27’s or comparable craft ? 

Mr. Hicks. Or comparable equipment. 

Senator Brste. Have you ever undertaken the actual financing of 
improved aircraft? You have never talked with a bank as to the 
procuring of financing ? 

Mr. Hicks. No. We haven’t been in a financial position from the 
standpoint of just living from hand to mouth on the development pro- 
gram that we are on, to be talking about anything other than our cur- 
rent problems. But the maximum amount that we have ever been able 
to get with even our DC-3 fleet, as security, has been $500,000. And 
that has been a stroke. 

Senator Brstz. And this $300,000 convertible debenture that you 
are issuing is for the purpose of securing more capital for your capital 
structure ? 

Mr. Hicks. Right. And with that, the banks then concede, with 
that additional equity under our present base, they can increase our 
loan of credit up maybe another $200,000, which is just immediate 
working capital needs. It has nothing to do with long-range financ- 
ing for the purchase of our new equipment. We feel that is about a 
year and a half away before those commitments must be made. 

We strongly urge this as a working tool to help us in placing our 
order with the factories as that we will get a delivery someplace down 
the line, not too far behind the realinement of our route program. 

Senator Breie. If your route structure were improved as you hope, 
do you believe that Lake Central Airlines would be able to secure a 
loan from a bank without the passage of S. 2229? 

Mr. Hick. No, sir, not from the conversations with the banks that 
we have had. 

Senator Bratz. You have had conversations with banks along that 
line? 

Mr. Hicks. Along the line of where and how should we go about 
it—we are now talking in terms of issuing another public offering 
as a part of the equity, and with that, and this legislation, we feel 
then that we can get bank debt financing for the new equipment. 

Senator Bratz. Have you been specifically told that if this legisla- 
tion did not pass that you can not secure a loan? 

Mr. Hicks. No, sir. We haven’t been up to that particular point, 
Senator. 

Mr. Baynton. To clarify the record, Mr. Hicks, you just stated that 
you were thinking in terms of another public offering. I am sure you 
are referring to the one that you have as an exhibit. Is that right? 

Mr. Hicks. This one; yes. 

Senator Brarr. The $300.000 public offering ? 

Mr. Hicks. No, sir, this is pretty much of a private offering to the 
present 385 employees of Lake Central. At the time that we would 
be talking about going into new equipment financing program, that 
would be another offering, but a public offering. 

94451—57—_8 








110 PURCHASE OF AIRCRAFT AND EQUIPMENT 


Senator Brae, Thank you, Mr. Hicks. We appreciate your testi- 
mony. 


The next witness is Mr. Myhre, president of Frontier Airlines. 


STATEMENT OF C. A. MYHRE, PRESIDENT OF FRONTIER 
AIRLINES, INC. 


Mr. Myure. Thank you, Mr. Chairman, I have a prepared statement. 

Senator Brste. You may read the statement. 

Mr. Myure. This is short, Mr. Chairman, but none the less sincere. 

My name is C. A. Myhre. I am president of Frontier Airlines, Inc., 
a scheduled local service carrier serving the Rocky Mountain West. 
We serve a total of 40 cities in the States of Arizona, Colorado, Mon- 
tana, New Mexico, North Dakota, Utah, and Wyoming. 

You gentlemen are not unfamiliar with the local service carrier seg- 
ment of our air transportation system. 

Not so long ago these same carriers appeared before you in support 
of a bill which would provide permanent certificates to these carriers. 
You were quick to grasp the significance of that legislation as its con- 
tribution to stabilizing the industry and making it possible to plan 
future operations on a businesslike basis. For this we are most 
grateful. 

The local-service airlines have long known that certain major 
changes to the original basis upon which the local-carrier industry was 
launched were initial to its ultimate success. 

The first such major change was to permanentize the temporary cer- 
tificates ; the second was to obtain an efficient and economical aircraft 
suitable for our type of operations. Mind you, these concepts directed 
always toward the end we all seek—the reduction and eventual elimi- 
nation of subsidy and improvement in service to the traveling public. 

We are concerned here with obtaining efficient, economic equipment. 
Mr. Joseph P. Adams has demonstrated very clearly our plight with 
the venerable DC-3. Though we may use this aircraft for some time 
to come on certain of our route segments, a modern aircraft is des- 
perately needed on the major portion of our routes. Today’s seat-mile 
costs of the DC-3 makes it impossible to operate and break even. That 
is, without subsidy. The tremendous increase in traffic over the past 
few years has tended to reduce subsidy, but we have already reached 
the point where further economic gains cannot be obtained with our 
present DC-3 equipment. 

The trend in the air-transport industry is speed, comfort, and 
economy. If the local carriers are to keep pace with our country’s 
dynamic growth and development they must have the tools with which 
to perform—not only to take advantage of such growth and develop- 
ment but to also make a contribution to it. 

The Civil Aeronautics Board is cognizant of the situation which the 
local carriers face and, as a means of alleviating our predicament, have 
sponsored the legislation we are discussing today. As I understand 
it, the Board ran into substantial obstacles in certain departments of 
the Government and I commend them most highly for going ahead on 
their own. 

At this point you might ask the logical question: Why don’t you go 
ahead and purchase the required equipment ? 
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The answer is apparent. The earnings history of the local airlines 
has been poor. Although they have been able to borrow on short-term 
loans sufficient money to maintain operations and add to the DC-3 
fleets, the accumulated earnings of these carriers has remained at prac- 
tically zero. Thus, financial institutions cannot see their way clear to 
make such loans as would be required to even partially replace the 
DC-—3’s with a modern aircraft. The amounts are too great and the 
security too weak to withstand the financiers’ requirements of repay- 
ment. 


When one considers the writings in the trade magazines relative to 
the speculative nature of the trunk airlines’ securities, whose record has 
been reasonably good, it is little wonder that financial houses look 
askance at the local carriers who have never paid a dividend and whose 
future prospects look so dim to them. 

If the equipment problem faced by the local carriers is to be solved, 
some definite, positive, and effective action must be taken, and soon. 

S. 2229 is the immediate answer, as well as the long-range answer. 
I have been assured by our bank that if S. 229 becomes law, they 
would see no problem in financing equipment covered in this 
legislation. 

Gentlemen, at this point I have a letter from our bank, copies of 
which are in your hands, and I would like to have your permission 
to read the letter into the record. 

Senator Biste. You may read the letter. 

Mr. Myure. This is dated July 1, 1957. 

THE CENTRAL BANK & TRUST Co., 
Denver, Colo. 

DreaR Mr. Myre: In the course of our conversations respecting the future 
financing of your company’s aircraft, we have come to a mutual agreement that 
sometime in the discernible future your financing requirements will be con- 
siderably enlarged. This is because anticipated additional traffic on your ex- 
isting routes and the probable acquisition of new routes will require not only 
an expansion in your present fleet of DC—3’s, but also and more necessary the 
replacement of part of your fleet with more efficient and larger capacity air- 
craft to be used on your heavier traffic flights. 

This will require sums of money in considerable excess of the $400,000 maxi- 
mum which we have heretofore loaned your company on its existing fleet. 
Such amounts will exceed our present legal loan limit. It is possible that we 
might be able to enlist the assistance of our correspondent banks in this financ- 
ing, however, your debt position relative to your capital investment would then 
be so large that we doubt if any of our correspondent banks, as well as our- 
selves, would consider it a sound loan. It is, therefore, imperative that substan- 
tial additional equity capital is to be obtained coincidentally with such a 
financing program. 

This cannot be accomplished through earnings except over a period of time 
because of profit limitations which have to be imposed by your regulatory 
authorities in establishing your mail pay rates. We know also that it is diffi- 
cult for you to interest the general public in investing in additional shares of 
your capital stock without the assurance that your routes can be expanded with 
more and better aircraft, thus enhancing the earning power of your airline. 
This resolves itself directly into a question of financing the purchase of such 
aircraft. 

It is our belief that the enactment of Senate bill 2229 would facilitate the 
obtainment of the necessary equipment financing for your airline because it will 
greatly reduce the amount of risk exposure to our bank and at the same time 
will allow us to take care of your requirements within our legal loan limitation. 

Sincerely, 
E. B. Stocum, Vice President. 


Speaking now of Frontier’s area, the need for pressurized equipment 
is imminent. Our route is in the Rocky Mountain area. We cross 
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the Continental Divide 22 times a day. The service ceiling of the 
DC-3 does not permit us to avoid turbulence. Altitudes of up to 
14,000 feet without pressurized cabins, coupled with frequent tur- 
bulences, is a definite deterrent to traffic development. 

The West has been making great strides in development. Increas- 
ing population, increasing industrialization, and increasing develop- 
ment of natural resources demands improved transportation. We 
should be in a position of capitalizing wpon this rising economic activ- 
ity to the fullest extent. 

The economy of modern aircraft has proven its value to the trunk 
lines. The local service lines will reap the same benefits, given the 
same opportunities. 

The local carriers have a built-in difficulty in taking advantage of 
the benefits modern equipment would provide due to their historical 
lack of earnings. 

Parenthetically I should like to mention that other legislation refer- 
ring to the subject under consideration is also pending; the Capital 
Gains case and the Equipment Trust certificates for airlines. 

Frontier is wholeheartedly in favor of this legislation also. It may 
well be that certain financial houses prefer the Equipment Trust 
method of financing. 

I would like, gentlemen, to state at this point that it is my personal 
feeling that this bill we are discussing today is of No. 1 importance. 
While it may be true that the Equipment Trust certificates can be used 
in certain areas, or with certain carriers, and used effectively. I per- 
sonally believe that the overall effect of this bill would probably en- 
hance the use of the Equipment Trust certificates for certain carriers 
in certain areas, but this bill is certainly of No. 1 importance. 

As to capital gains I feel very strongly on that matter. Subsidized 
carriers should certainly be permitted to use the gains on sale of 
present aircraft to apply on the purchase of new aircraft. 

Gentlemen, it is most gratifying that you have permitted me the 
time to submit this statement in support of S. 2229. For this I 
express my deep appreciation on behalf of myself and my company. 
May I urge the passage of this bill in the current session of C ongress. 

Senator Brstr. Thank you, Mr. Myhre. How many DC-3’s is 
Frontier flying at the present time ? 

Mr. Mynre. We have 15. 

Senator Brete. I note from the letter that was read into the record 
from the Central Bank & Trust Co. that you mean that in the dis- 
cernible future your financial requirements will be considerably en- 
larged. Have you placed any firm orders for improved aircraft, F-27 
or comparable aircraft ? 

Mr. Mynre. Yes. We have a letter of intent with the Fairchild 
people for four. It was originally for six. Two firm and four on 
option. We picked up the option on 2 and dropped it on the last 2 
So at the present time we have four aircraft on order with the Fair- 
child people. 

Senator Bratz. What delivery dates ? 

Mr. Myure. The delivery dates are not firm. At one time they 
were, September, October, November, and December of 1957, and 
January and February of 1959. They are not firm at the present time 
for two reasons. No. 1, the present engine which was available at the 
time we signed the contract we felt was not satisfactory for our high- 
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altitude and hot-temperature operation. Now it is publicly and offi- 
cially announced by the Fairchild people that the aircraft will be 
available in January 1959 with the bigger engines, and consequently 
we are back in the mill with them again, although at the moment we 
have not decided on a firm date for deliveries. 

Another thing referred to in the letter regarding additional air- 
craft is this: Frontier at the present time is involved in several route 

cases, area cases. Any success in those cases would immediately re- 
quire the expansion of our present fleet to provide aircraft to serve that 
new area. Of course those cases have not been finally decided. One 
is the 7-States area case, the other is Montana local service case. 

So we do not know at the present time how many additional aircraft 
will be required, until the decisions are final. Insofar as the larger air- 
craft is concerned, and particularly the F-27, we would expect to 
integrate on a small basis to start with, to use those aircraft over our 
most productive routes, and particularly over the routes of high ter- 
rain where the DC-3 has its limitations. 

Senator Biste. Has Frontier Airlines completed its financing for 
the four airplanes you have under operation ? 

Mr. Mynre. It has not been on the F-27’s. At the present time 
Frontier has a commitment of $2,100,000., which was obtained for the 
purpose of providing required aircraft in a particular case, which was 
before the Board and has been heard. That commitment is still good. 
However, the final decision, the Board’s final order has not been issued 
but a news release has been issued, which indicates that we obtained 
nothing from the case. 

So, therefore the commitment of $2,100,000, which was obtained 
upon the expectation of obtaining the route we sought in that case, 
whose productiveness would have provided sufficient capital, sufficient 
earnings to satisfy the banks that we could repay the loan, it was on 
that basis that the commitment was made. But it is conditioned upon 
getting that route and those potential earnings. Without it, the com- 
mitment is no good, 

We still hold that commitment. We will hang onto it of course 
until this case is finally decided. Because the thing is conditioned 
upon a particular case which would have provided certain potential 
revenues which satisfied the banks that those revenues would enable 
us to repay their loan they went ahead with it. Without that assur- 
ance the commitment would never have been granted. 

Insofar as the F—27 aircraft is concerned, we would have to finance 
that. on the basis of the earnings of our present route, or whatever 
the situation may be at the time. 

In my opinion the earnings of Frontier would not satisfy the banks 
to the extent that they would finance the F-27’s, even the four of them, 
without some assurance other than the historic earnings of our com- 
pany, that the loan could be repaid. And that is where this particu- 
lar legislation comes into play. 

Senator Bretr. Do I understand you correctly, Mr. Myhre, that if 
you secure the additional segments that you are requesting from the 
Board, then the commitments will be honored and you will secure the 
loans from the banks? 

Mr. Myurre. That is right, insofar as that particular case is con- 
cerned. 
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Senator Binte. If the particular case that is now under considera- 
tion is decided favorably so as to strengthen your route structure, then 
you can secure the necessary financing for purchase of four F-27’s? 

Mr. Mynre. Mr. Chairman, this commitment was not geared to the 
F-27 because of its—it wouldn't have been available immediately. 
This particular commitment referred to Convair aircraft, which could 
be made immediately available provided the case were won. And it 
was our case of course at that time that we would start service with 
the Convair aircraft and we would eventually phase them out in favor 
of the F-27. You see that commitment would have then supported 
our financing to move into the F-27. 

You see, the heart of the problem: insofar as our experience is con- 
cerned, in financing large amounts of dollars, the banks do not feel 
that our earning history is or has been sufficient to assure the repay- 
ment of such substantial loans. It was only because this particular 
case that I referred to had the potential earnings within it to return 
enough to pay back the loans on this particular case. 

Senator Brete. If the Board decides adversely to you, then you 
feel that you will be unable to secure adequate financing commitments 
without the enactment of this bill ? 

Mr. Mynre. Yes, sir. 

Senator Briere. If this bill is not enacted then you will be unsuc- 
cessful in securing financial commitments. 

Mr. Mynre. We feel that we would find it most difficult, and per- 
haps impossible, to go ahead with such a program. 

Senator Brste. Thank you, Mr. Myhre. 

We appreciate vour testimony. The next witness is Colonel Mackey. 
president of Mackey Airlines, Inc. 


STATEMENT OF JOSEPH C. MACKEY, PRESIDENT AND CHAIRMAN 
OF THE BOARD OF MACKEY AIRLINES, INC. 


Mr. Mackey. Mr. Chairman and other distinguished members of 
this committee: I am Joseph Mackey, president and chairman of the 
board of Mackey Airlines, a Florida corporation. Our company op- 
erates regular daily passenger service between Tampa, St. Petersburg, 
Fort Lauderdale, Palm Beach and Nassau and other islands of the 
Isahamas. 

I wish to express my sincere appreciation for the opportunity you 
have given me to appear before you in “egard to Senate bill S. 2229. 
I represent our company in support of tais bill. I do, however, wish 
to comment on the coverage of this bill in its present phraseology. I 
shall deal with these problems separately. I have heard a consider- 
able amount of the testimony given here and I shall attempt to avoid 
being repetitious. 

I can give you an example of our present problem which I believe 
will impress upon you the need for this legislation. Last December, 
our company had a requirement for another DC-4. At that time we 
had approximately $2 million in physical assets which consisted pri- 
marily of aircraft and related parts. We had no short-term or long- 
term obligations whatsoever and we had adequate operating capital. 
We pur chased this DC-4 from Capital Airlines for a price of $400,000. 
We had made a $50,000 deposit from our working capital. The trans- 
action necessitated our borrowing $350,000. The legal loan limit from 
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our local bank was $200,000 so they made us the loan by farming out 
$150,000 to a New Y ork banking institution. To get this money we 
were required to mortgage all of our assets which had a book value of 
some $2 million and an actual distress sale value considerably in ex- 
cess of this. In spite of this amount of collateral, we were only able 
to get the loan for 6 months. We had managed to pay this obligation 
down to a remaining $160,000 which we renewed for another 90-day 
period last week but with the nec essity of our still having all of the 

assets of our company pledged against only $160,000. The interest 

‘ate on this loan was 6 percent. 

It so happens that Mackey Airlines placed the first order for the 
first two F-27’s. This means that we recognized the value and im- 
portance of this aircraft early. Since this subject has been well cov- 
ered by others we will not dwell on it further. 

I have been attempting for 6 months to finance these 2 aircraft and 
J have been unable to do so through any normal financing channel. 
I have at the moment a commitment of private funds, the cost of which 
will run between 15 and 20 percent. 

Senator Braise. That is the interest charged on the loan for 1 year, 
between 15 and 20 percent interest ¢ 

Mr. Mackey. That is correct. Obviously, we can’t stand this kind 
of a deal but at the moment we have no alternative. 

Let’s take a look at the reasons which create this problem. Every- 
one agrees that our company is sound, that we have made steady and 
important progress, that we have increased our route structures and 
our gross income, at the same time keeping our costs below the industry 
average, and we are to be commended for having accomplished all of 
this with no subsidy and no airmail pay. However, in spite of all 
this, we have never made any money and we have never paid a div- 
idend. So after we hear a very glowing account of our administrative 
ability, our operational ability, ‘and our tremendous potential for the 
future, we finally get to the point that we can *t borrow any money. 

Aviation to the average banker is something that he knows little 
or nothing about, and my experience is that in most cases he has little 
interest in 1 finding out anything about it. 

At the close of the war when hundreds of surplus aircraft were 
placed on the market by the military services, a great number of 
romantic plans came forth, many of which were developed by persons 
with more ambition than knowledge of the subject, and many banks 
in this country bought some of this romance. This had absolutely 
nothing to do with the scheduled airline industry but in some sections 
of the country, and our section is one of them, the word “airplane” 
became a nasty word in some financial circles. Those of us who must 
depend on the small financial institutions for money must now bear 
the results of that era. 

In this bill before us, the Government is being asked to guarantee 
that private capital will not lose in making loans to the smaller oper- 
ators for the purchase of equipment. This means that for the Govern- 
ment to be protected we must take a look at the collateral. 

Historically, aircraft have never come down in price and value for 
a given model as production continued. If any change develops it is 
upward. I believe I am correct in saying that the ‘Fairchild: F-27 
either has already increased in delivery price or is going to and the first 
aircraft has not yet been manufactured. Since traditionally it is al- 
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ways 18 months to 3 years after an order has been placed before de- 
livery can be made on any transport aircraft, this means that the supply 
rarely, if ever, reaches the demand. 

Another important item to consider when thinking of one’s col- 
lateral against a loan is that the aircraft must be maintained in top- 
notch condition at all times by Civil Aeronautics Board and Civil 
Aeronautics Authority regulations and that the maintenance of that 
aircraft is under constant Government supervision. We have all been 
discussing D-3’s and we know that these aircraft are selling today for a 
price higher than their original acquisition cost 20 years ago. In any 
other industry a piece of mechanical equipment is depreciated a sub- 
stantial amount the day it is delivered. The demand for the piece of 
equipment on necessary liquidation is doubtful and the piece of equip- 
ment may be completely worn out in a year or two because there is no 
Government agency charged with and given the power to see that 
that piece of equipment is properly maintained. 

It is also important to note when thinking of a piece of machinery 
as collateral that in the case of aircraft, the original delivery cannot 
be made to the purchaser until the manufacturer has satisfied Govern- 
ment agencies that it is properly designed, properly tested, and safe for 
operation. All of these are highly important safeguards in analyzing 
the collateral which is in effect Saload against the Government’s 
guaranty. 

Where it is possible for an operator to borrow money today for air- 
eraft purchases, I do not believe that this legislation will make any 
drastic difference in interest rates. Under the present conditions of 
what seems to be limited supplies of available investment funds it ap- 
pears that banking institutions can get all of the loans they want in 
the 5 to 6 percent bracket. Under these conditions, it would seem 
obvious that they need not move into a lower interest loan. What this 
legislation will do, however, is make it possible for the small operator 
to secure loans that he otherwise cannot secure at all. 

It must also be realized that aircraft presently in operation cannot 
be sold and used as a substantial downpayment. The new aircraft must 
be acquired and placed in operation before liquidation of the old one 
is possible. 

I would like to discuss an item which I feel is of profound impor- 
tance. Since the following comments are with reference to a military 
situation, it might be considered that these comments do not belong 
before this particular committee. However, the Senate as a body, 
and therefore you gentlemen as individuals, must certainly be interest- 
ed in our defense problem. I’ll take a moment to qualify myself for 
the following statements. 

I was a base commander for the Air Force at the Miami Air Base. 
My mission was to develop and operate an airlift from Miami to India. 
This operation was carried on for a period of 314 years reaching a 
point where one hundred and fifty 5-man aircrews were involved as 
well as thirty-five 4-engine aircraft. Our problem from the start to 
the finish was the acquisition of trained personnel. Not only did the 
shortage exist in the case of flight crews, but the problem was even 
worse with regard to trained mechanics, and specialists such as hydrau- 
lic and electric. 

Now let us take a look at what we have in the local service, territorial, 
and other small carriers. We have a small army of top-grade flight 
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crew members, mechanics, specialists, operations people and related 
experts, all highly skilled and highly trained on aircraft 20 years 
old and by any and all standards obsolete. 

We are now entering an era of complete change in the principal 
of power for aircraft. The military services and the industry as a 
whole are rapidly approaching the end of piston power with a com- 
plete changeover to turboprop and jet engines. Under the present 
circumstances most small airlines will be unable to move into the turbo- 
prop field. If they were able to do so, it would mean that this small 
army of which I speak would have to be completely trained from the 
bottom to the top in operation of modern equipment. This would 
thus create a vast pool of equipment nad personnel available in the case 
of a national emergency which as of today does not exist. All of these 
specialists are made available to our country in an emergency at no 
additional cost to the taxpayer. 

I do not have available the cost of training a mechanic, a specialist 
or a flight crew in the military services, but I am certain that the fig- 
ure applied to the hundreds and thousands of people who would thus 
be trained in this civilian program would be a staggering sum. I 
think that this situation to which I refer alone would more than justify 
the passage of this bill, yet this in effect is just an additional valuable 
development to the adv antages that would accrue to the general public 
by virtue of the ability of the small airlines to acquire modern equip- 
ment. 

Now I should like to discuss the coverage of this bill. In its pres- 
ent form it covers local services and territorial carriers only. Mackey 
Airlines is classified as a trunkline operation for some mysterious rea- 
son. We have never asked for any subsidy or mail pay and we re- 
ceive none. We have always been very proud of this fact but I am 
finding it increasingly difficult to explain to our directors and 1,400 
stockholders what the advantages of remaining in this position are. 
First, permanent certification is given to the local-service carriers by 
legislation to make long-range planning possible and ease their financ- 
ing problems. Now it appears that Alaskan and Hawaiian air car- 
riers are to be treated likewise. It seems that we will have the dubious 
honor of being the only regularly scheduled passenger airline in ex- 
istence with a temporary certificate. 

Now we come to the present bill, S. 2229. Mackey Airlines, which 
is smaller than any of the local service carriers, is eliminated from the 
bill. This does not seem to us like the way to develop an incentive 
to other carriers to get off of subsidy, and it certainly provides little 
reason for us to continue to remain off subsidy. 

I have not discussed this matter with the Chairman of the Civil 
Aeronautics Board, but I prefer to think that we were forgotten be- 

‘ause of our unique position rather than that we were deliberately 
rejected. 

We therefore ask that the terminology of S. 2229 be changed so that 
Mackey Airlines could be included on the same basis as the local serv- 
ice carriers. 

We suggest the following terminology, and it is on the last page of 
my statement. I should like to state that this terminology is naturally 
established for Mackey Airlines and to cover us alone. If there are 
other carriers who should also be covered it is not our intention to de- 
lete them by virtue of this phraseology. We would be perfectly satis- 
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fied with any phraseology that included us if others were involved as 
well. 

The phraseology we suggest is as follows: 

1. In the enactment provision— 

(a) delete the clause “both within the United States and within the 
Territories of Alaska and Hawaii,” or 

(6) amend said clause to read: 
within the United States, within the Territories of Alaska and Hawaii and be- 
tween the United States and nearby places outside thereof. 

2. In section 3, at the end of the first sentence, add the following 
clause : 
or (d) authorizing the transportation of persons and property (but not mail), 


without restriction to all-expense escorted tour service, between Florida and 
points in the Bahama Islands and Cuba. 


Again, Mr. Chairman, we merely make this suggestion as covering 
us. If there are other carriers who should be covered or feel that they 
should be covered, we have no objection to how the terminology should 
read. 

Senator Brste. Thank you, Colonel Mackey. 

You mentioned in your prepared statement that you weren’t aware 
of reasons as to why the CAB had not made provision for you in their 
bill. I have just been handed a supplemental statement that has just 
come down to the committee from the Civil Aeronautics Board relat- 
ing to your airline, and they say the following, and I think in fair- 
ness to you, you might care to comment on it. It is a very short state- 
ment concerning Mackey Airlines: 


This is a United States air carrier holding temporary nonmail certificates to 
engage in foreign air transportation between points in Florida and points lo- 
cated on the off-shore islands and Cuba. We have no information that this car- 
rier cannot independently finance the purchase of new aircraft on reasonable 
terms. It is our understanding that Mackey placed one of the earliest orders for 
the F-27 and that it will receive delivery in about December 1957 of the first 
F-27 off the production line. 

As a nonmail carrier, Mackey Airlines is not eligible for subsidy and conse- 
quently the proposed legislation, while undoubtedly of potential value to the 
carrier, would not have any effect on the subsidy obligations of the United States, 
which was the basic consideration of the Board in proposing the legislation. 


That is the comment that the Board makes concerning your situ- 
ation. In hastily looking at the report they sent down, they apper- 
ently say they feel you do not come within the purview of S. 2229. 
However, if Congress feels the legislation should be extended to cover 
them, the Board “would not object to amendment of the bill for that 
purpose. 

As I understand from your prepared statement, you do have two 
F-27’s on delivery, but you have private commitments at the present 
time where the interest rate would be between 15 and 20 percent. 

Mr. Mackey. That is right. 

Senator Brie. That might be a partial answer to what they say 
here. I would be happy to have any further comment from you. 

Mr. Mackey. I would certainly like to comment on that, Mr. Chair- 
man. 

Senator Brsie. I feel that you should. 

Mr. Mackey. I certainly feel that a very peculiar look is being taken 
at this thing when we find one carrier—and I believe perhaps the only 
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regularly scheduled carrier—that has never even asked for any sub- 
sidy and has struggled along by itself, without asking for any funds 
‘whatsoever. Many of the major carriers today have their heads up 
in the air because they are not on subsidy, but they wouldn’t be here 
if they hadn’t been at some time or other. 

We are extremely proud of the fact that we have been able to put 
an airline together in the middle of all this without asking for any help. 

Senator Brste. And you have never received : any subsidy ? 

Mr. Mackey. We have never asked for any and we have never 

received any. We think it would be completely and thoroughly unjust 
to legislate in favor of airlines and leave us out because we never asked 
the Government for any money. That is all I have to say, Mr. 
Chairman. 

eran Brste. Of course the chairman thinks you have a good 
point. TI don’t know why you shouldn’t have the same benefits of 
financing that someone who is on subsidy receives. In other words, it 
looks to me like you are being pen: alized for doing an excellent job. 

Mr. Mackey. Yes, sir. I feel exactly that way, and I certainly 
appreciate your comments on that subject. 

Senator Bisie. It appears to the chairman at first blush that that 
is the way it sizes up. You are not on subsidy, you have never asked 
for subsidy, you haven't paid-any dividends, as I understand it? 

Mr. Mackey. That is correct. 

Senator Brste. You have attempted to gain this financing from 
private sources and even have gone to the extent of committing your- 
self to a 15 to 20 percent interest. I think you should be entitled to 
favorable consideration by this committee. 

Senator Lavscur. How long has your company been in business? 

Mr. Mackey. We incorpor: ated in 1946, and started operating on 
a nonscheduled basis. We operated 3 months and received a letter 
from the Civil Aeronautics Board that we were going to get a cease 
and desist order because our operation was becoming too frequent. 
We stopped all operations, spent 5 years in hearings, finally were 
certificated, and finally started certificated operations on January 
2, 1953. 

Mr. Baynton. 1953? 

Mr. Mackey. 1953; ves, sir. 

Senator Brate. Thank you, Colonel Mackey. 

Mr. Mackey. Thank you very much. : 

Senator Brnte. The next witness is Mr. Henry, executive vice presi- 
dent, Bonanza Airlines. 


STATEMENT OF G. ROBERT HENRY, EXECUTIVE VICE PRESIDENT, 
BONANZA AIRLINES, INC. 


Mr. Henry. Thank you again, Mr. Chairman and members of this 
committee. I want toc ‘lear up again what I think is a little confusion 
in the record in two respects. In the first place, you recall 

Senator Bretr. You testfied the other day. is that correct. on behalf 
of Bonanza Airlines? 

Mr. Henry. Yes. sir. 

You recall that the Chairman of the Board and other members of 
the local service industry and I all testified that it was impossible 
for the DC-3 carriers, local service carriers, to become subsidy free 
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with the DC-3 aircraft. Mr. Benz, of Trans-Pacific Airlines, testified 
the other day that they are oper: ating DC-3s, and they just recently 


went off of subsidy. You will recall he pointed out that they were’ 


just barely off of subsidy, and it was quite marginal, and any adverse 
circumstances could very easily put them back on subsidy. 

The point I want to make clear is the difference between the Trans- 
Pacific situation and that of the DC-3 local service carriers. 

Trans-Pacific has two distinctly different situations. The fare struc- 
ture of Trans-Pacific Airlines is roughly 33 percent higher than the 
fare structure of the DC-3 local service industry. Trans-Pacific is 
able properly to have and maintain such a high fare structure because 
of the situation in which they operate. There is no real danger in 
their case of driving their passengers to other forms of transpor tation 
in the Hawaiian Islands. There simply is no other form of transpor- 
tation, other than air. The local service carriers could not conceivably 
have a fare structure 33 percent higher than they now have without 
driving a large amount of their traffic, in our judgment, to other 
forms of transportation—auto, bus, or rail. 

Mr. Benz also mentioned that they had a 53 percent load factor, and 
that they have an average available seating capacity in their DC—3s 
of 28. They can do that because of the nature of their route structure. 
Most of their flights are either nonstop or one-stop. They are short 
flights, and they can utilize all of their available seats. The DC—3 
local service industry has an average available seating capacity of 22 
seats rather than 28. 

If the DC-3 local service carriers with their available seating ca- 
pacity of 22 carried the load that Trans-Pacific carries with their 
53 percent load factor, based on 28 seats, we would have a 68 percent 
load factor. In other words, if Trans-Pacific only had 22 seats avail- 
able and still carried the same traffic they carry, they would have a 68 
percent load factor, not a 53 percent load factor. 

In 1956 had Trans-Pacific had their present fare structure and 
their equivalent of 68 percent load factor, they would have had a 
profit of $91,000—almost $92,000. Had they had that same load in 
1956, with the DC-3 local service fare structure, they would have 
had a loss of almost $400, 000, a break-even need subsidy requirement 
of almost $400,000. 

So it is a combination of the nature of the route structure, the high 
density segments that they have, and the difference in fare structure, 
which is a very legitimate difference, that makes it possible for them 
to barely remove themselves from the subsidy status. 

The same situation is not possible for this reason in the DC-3 local 
service industry. 

The other point that I want to—- 

Senator Brete. Right at that point. didn’t Mr. Benz testify that 
notwithstanding the fact that he had just brokey out of subsidy, but 
barely broken out of subsidy because of these conditions that you 
mention—and I am happy to have you clarify them for the record— 
notwithstanding that they were still unable to secure financi ing from 
their Honolulu banks? Isn’t that true? For the purpose of improved 
equipment ? 

Mr. Henry. Yes, indeed. 

: penator Bree. He still felt the need of this particular type legis- 
ation ¢ 
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Mr. Henry. Absolutely; there is no question about their need for 
the equipment, and the subsidy-free status is so tenuous, and their 
earning record is very weak, as is the local service industries, that 
they face the identical problem of financing new equipment. 

Senator Brste. I so understood his testimony. 

Mr. Henry. I think this legislation is vital to all of us, including 
Trans-Pacific. 

Senator Braue. So I understood his testimony. 

Mr. Henry. The second point that I wanted to clarify, there was 
some discussion of some 50 F—27’s—50 or 60 on firm order, and I indi- 
cated that about 35 of those were on order by the local and Territorial 
airlines. And there was some indication that the financing arrange- 
ments had been completed with respect to all 35 of those. That is not 
so. I would say that at the very best, of the 35 firm orders for F-27’s 
by the local and Territorial carriers, there are not more than 9, if that, 
for which financial arrangements have been finalized, at the very best. 
And I am not even sure that there are nine, which any completed finan- 
cial arrangements have been made for their purchase. 

Senator Brete. Right at that point, that is something that puzzles 
me. To my understanding there are 35 F-27’s under firm order by 
local service carriers. Is that a correct statement ? 

Mr. Henry. Local and Territorial. 

Senator Brsie. Local service and Territorial carriers. Does the 
Fairchild factory make a firm order prior to the time that the indi- 
vidual service carrier has completed his financial arrangements ? 

Mr. Henry. Yes; they do. 

Senator Brete. What happens if the financial arrangements fall 
through ? 

Mr. Henry. They could sue us. I don’t know what they will do. 
I assume they wouldn’t sue us, but they certainly would be in a legal 
position to. 

Senator Brae. A firm order is a binding contract on the individual 
service airline with the Fairchild factory, is that correct ? 

Mr. Henry. There is no question about that. And all of us who 
have ordered, placed firm orders, have also paid Fairchild certain 
moneys in advance as a good faith or as a downpayment. So that 
those moneys would of course be forfeit in the event of our failure to 
arrange the necessary financing. But Fairchild is cognizant of the 
fact that if this program is going to get going in time to do any good, 
they must accept orders, they must arrange their own financing, they 
must get the aircraft in production, because it takes time, and they have 
done that. They have arranged their financing, the aircraft is in pro- 
duction now. And they had to take us at good faith. 

We in a sense have had to enter into this with somewhat blind faith 
because we have to have the airplanes. 

Senator Lauscne. Blind faith in what? 

Mr. Henry. Blind faith in our ability to somehow get the money 
to meet these commitments that we have made with the Fairchild 
people. 

Senator Bratz. The 35 service carriers have signed a fare contract ? 

Mr. Henry. That is correct. 

Senator Brete. A legally enforceable contract? 

Mr. Henry. That is correct. 
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Senator Brete. Yet your additional testimony is that of the 35 
legally enforceable contracts that have been signed, there are only 9 as 
to which financial commitments have been secured ? 

Mr. Henry. At best. I don’t really think there are 9 that have com- 
pletely—9 aircraft for which the financial arrangements have been 
completely finalized. I don’t believe there is 1 of the local and Terri- 
torial carriers that ordered the F-27 that had financial arrangements 
completed at the time. 

Senator Bratz. If this particular legislation, S. 2229, is not enacted 
into law, then what would be the effect of these contracts? Will they 
be carried out? Will deliveries be made ? 

Mr. Henry. The problems will become mighty complex in that cir- 
cumstance, I think. There are going to be a lot of local and Terri- 
torial carriers 

Senator Lauscue. Then your blind faith in a substantial degree is 
related in the belief that this bill will be passed ? 

Mr. Henry. We are placing a great deal of faith in this bill and in 
the prospect of it being passed. I don’t know if it isn’t what the local 
and Territorial carriers will be able to do about these commitments. 

Senator Brete. Of course these contracts were entered into before 
S. 2229 was ever conceived. Is that a true statement ? 

Mr. Henry. Some were. Some were not. That is true. 

Senator Breter. Weren't the great majority of them made before 
S. 2229 was introduced on June 5 of this year? 

Mr. Henry. It was in the mill long before that. As you will re- 
call, the Board indicated as early as February, as I recall, of this 
year, that it was their firm intent to sponsor such legislation. We had 
no doubt but what when the Board said that, that they would spon- 
sor it, that they would ask that such legislation be introduced, and 
it was expected that it would be introduced long before it was. 

Senator Brae. I think it is true a year ago, when CAB commented 
on the capital-gains bill, that they suggested some type of legislation 
to develop a prototype aircraft that would replace the DC-3. So as 
early as that, a year or 2 years ago, they had in mind the development 
of an aircraft superior to the DC-3. 

Mr. Henry. The Board has been extremely aware of this problem 
and has in every way possible indicated that they would give us help to- 
ward solving this aircraft problem as a means of solving the subsidy 
problem. 

Senator Breve. I am very glad to have your additional comments, 
Mr. Henry. Do you have any further comments? 

Mr. Henry. No, sir, 

Senator Brste. Senator Lausche ? 

Senator Lauscnue. No further questions. 

Senator Brste. Thank you very much. 

Our next witness is Mr. Tipton, president, Air Transport Associa- 
tion. 


STATEMENT OF S. G. TIPTON, PRESIDENT, AIR TRANSPORT 
ASSOCIATION OF AMERICA 





Mr. Treron. Mr. Chairman, Senator Lausche, my name is S. G. 
Tipton. I am president of the Air Transport Association of America. 
The members of the association include most of the scheduled airlines 


of the United States. 
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We appreciate the opportunity to appear before your committee to 
discuss S. 2229, a bill which provides for Government guaranty of 
private loans to certain certificated air carriers for the purchase of 
aircraft. 

We support the legislation so long as it is confined to the certif- 
icated local service, Territorial, and related classes of smaller car- 
riers. 

My testimony in support of this bill will be brief. The committee 
already has a good record, setting forth the facts on which the recom- 
mendation for this legislation is based. Also, the problem which 
‘alls forth the legislation is a simple one, and one with which this 
committee is thoroughly familiar. 

Senator Brste. May I interrupt you there, Mr. Tipton? I see in 
the second paragraph of your statement you say that you support the 
legislation so long as it is confined to the certificated local-service, 
Territorial, and related classes of smaller carriers. You just heard the 
testimony of Colonel Mackey, of the Mackey Airlines. What would 
your viewpoint be as to the Mac key Airlines? 

Mr. Tipron. I think that the Mackey Airlines should surely be 
covered. I would like to extend my answer for a moment to comment 
on the Board’s reason for not supporting actively the inclusion of 
Mackey. 

As I understood from the letter that you read in the record, Mr. 
Chairman, their reason was, first. that they had no information that 
Mackey Airlines could not finance itself, and second, that Mackey 
was not subsidized. It just seemed to me that both of those reasons 
were unsound. In the first place, the bill provides that even if a car- 
rier is covered by the legislation, and the Board must find before they 
can guarantee a loan that he can’t finance himself without a guaranty. 
So that eliminates the first reason. 

The second reason is, it seems to me, ete tiedke unsound because 
one of the purposes of this legislation is to, (@) reduce subsidy, and (6) 
to permit these small carriers, who have gotten off subsidy, or never 
had it, to get equipment so they can avoid getting on subsidy. 

If they | need this legislation, and the Board were to find under the 
bill that they can’t finance themselves, then there is every reason it 
seems to me to cover them and help them to provide equipment financ- 
ing. 

So that is my rather extended comment on your question, Mr. Chair- 
man. 

Senator Biste. I appreciate your views on it. It did seem to the 
chairman that their reasons weren't particularly sound and valid in- 
sofar as Mackey Airlines were concerned. 

Mr. Treron. I just stated that the problem that the legislation 
deals with is a simple one and with which the committee is familiar. 
Needless to say, my point is that the problem is a simple one of state- 
ment, but frightfully difficult of solution. In this case this bill does 
help. 

The smaller carriers in the air-transport industry—the ones to which 
this bill is addressed—are stuck on dead center. They want to make 
progress in terms of new equipment, and they must do so. How- 
ever, because of a long record of inadequate earnings, their credit 
is not sufficient to permit them to finance this new equipment. 
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This local-service airline was created a decade ago to be specialists 
in short-haul transportation, linking small and intermediate communi- 
ties, the type of air service which is economically the most difficult to 
provide. With a zeal for development which has in all respects been 
commendable, a flare for innovation which is in the best tradition of 
the air-transport business, and a practice of economy which marks 
every one of the local-service operations, their progress in public use- 
fulness has been outstanding. The Congress, by its enactment of the 
permanent certification legislation, has shown in concrete terms the | 
public interest in the maintenance of this service. 
The territorial carriers have had the same record of public serv- 
ice—the same difficulties in the development and operation of their 
routes. The same ingenuity marks their efforts to provide the best 
possible service with the least possible cost. 
A common desire runs through the managements of all of these 
operations—a desire to reduce the level of subsidy required to main- 
tain a successful service. This desire is not expressed merely in 
speeches. On many occasions I have watched the managements of 
subsidized carriers exert the most vigorous efforts to acquire addi- 
tional revenue when they knew that the only effect of securing addi- 
tional revenue would be to reduce the subsidy that would otherwise 
be paid to them by the United States. 
Thus, in terms of management and in terms of public usefulness, 
these carriers have made great progress, and they have shown them- 
selves worthy of the interest and support that the Congress and the 
Government have given them. Their difficulty is the one I stated at 
the outset. They are unable to obtain financing to make progress. 
In this period in which all airlines, large and small, are seeking to 
improve their public service and the efficiency of their operations 
through better equipment, the credit of these carriers is not good 
enough for them to finance the progress that they desire to make. 
Senator Briere. Right at that point, Mr. Tipton, if my memory of 
the Civil Airline Act is correct, wasn’t one of the objectives of creat- 
ing this operating subsidy to enable the service carriers to obtain 
financing? Wasn’t that one of the objectives specifically stated in 
the act ? 
Mr. Tipton. I think it is quite clear, Mr. Chairman, that one of the 
major objectives of the Civil Airlines Act was not only to keep the 
air carriers running, but also to establish them on a solid enough | 
. foundation in terms of earnings to permit them to finance privately. 
I am sure that we would find many statements by your distinguished 
predecessor who handled the bill in the Senate to that effect. 
Unfortunately it hasn’t panned out that way for these smaller 
carriers about which we are talking this morning. 
Senator Brste. And why ? 
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Mr. Tieron. Well, it seems to me—— 

Senator Bratz. Where is the crux of the matter / 

Mr. Tipron. It seems to me the crux of the matter is this, in look- 
ing back over most of the years of subsidy-financing by the Board 
since the war: The Board has been under considerable pressure by 
the Appropriations Committees and others to reduce the subsidy. 
That is a perfectly permissible attitude and it is an attitude that 
should be taken. The Board has responded to that pressure, it seems 
to me, by going too far in holding down the subsidy in the case of 
these smaller carriers and others. They have followed two courses, 
two major general courses which have, it seemed to me, to be unwise. 
One of them, they have adopted a stand in terms by which they fix 
the net income, the operating income of these carriers. They law 
used as a measure a rate of return on investment of 7 or 8 percent. 

In the case of any airline, that is an inaccurate and inadequate meas- 
ure of the proper level of profit because the air transportation business 
is conducted on the basis of a relatively small investment and a very 
high and fast turnover of that investment. 

So when you use a return on investment, particularly at those levels, 
you result in not giving the airline a proper margin of safety in his 
operations, 

That has been compounded by the second type of action by the 
Board which has caused their profits to, in main cases, disappear, and 
in all cases to be inadequate, and that is in administering the stand- 
ard in the act which requires the Board to examine the honesty, effi- 
ciency, and economy of operations, the Board has applied a standard 
which would require actually almost superhuman management. be- 
cause they have reviewed these carriers by hindsight for the most part, 
and when, in the Board’s opinion, a mistake was made, or where a par- 
ticular operation didn’t pan out as the management of the carrier in- 
tended, at that point the Board disallowed his expenses for that opera- 
tion. Many times disallowed the investment in an airplane if in the 
Board’s opinion he had one too many airplanes. 

When you do that by hindsight what you do is disallow for all mis- 
takes, which proceeds on the assumption that economy and efficiency 
of management has to bat 1,000 percent. No management, no matter 
how successful, bats 1,000 percent. 

The result of those two acts had, in the case of the local service 
carriers, the effect of denying them, as an industry, any profits at all 
during these years. Some have made small profits, others have in- 
curred losses. So that it has added up to no profits at all. They wind 
up with a deficit. 

I must check myself on the flat statement of no profits at all. I would 
like to put in the record at this point exactly what that situation is. 

Senator Brete. You may furnish that for the record. 


94451—57——_9 
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(The following was later submitted for the record :) 


Local service airlines ’—Summary of profit or loss? 1947-56 (calendar years) 
{In thousands] 





1947 14s | 199 | 1950 | 1951 























1952 
ee | ————|_-_—____|-___ Sir 
Total operating revenues %._......________- $8,411 | $15, 921 $21, 418 $27,870 | $36,741 | $42,379 
Total operating expenses.________._.____-- 9, 017 15,578 | 21, 871 27,206 | 35,993 43, 497 
Net ope atingincome -—________......_.-- (606) 343 | (453) | 664 | 748 (1, 118) 
Net income hefore income taxes._...._...- (1, 182) (486)| (1, 282)| (176) 547 (345) 
Se eee Oe eee. (77) 94 | 168 | 390 | 399 141 
Nebipmat ae Mane a5..5 sii pe ies sce (1, 105) (380) | (1, 450) | (566) 148 (486) 
1953 | 1954 | 1955 | 1956 | Total 
aie a ll Tae eee |__| |---— ——-|- 
Total operating revenues 3....____.....-.-..-...---.- $49,358 | $54,715 653.938.1007, Z1B Ai 2 J-..- 
Total operating expenses. ________- sencgaecgcce-t LL ae 56, 837 68, 343 | ae 
Net operating income: - -_.._..-...-....--...--...-..| (1, 545)| 1, 610 | 399 | (630) | (588) 
Net income before income taxes. _............-......| (2, 080)| 1, 213 | 637 | (897)| (4, 151) 
yt ae ee eee Oe ee eee | (47) | 255 481 | (96) | 


I ea (2,038) | 958 | 156 | (801)| (5, 739) 


1 The local service airlines are: Allegheny Airlines, Bonanza Air Lines, Central Airlines, Frontier Airlines, 
Lake Central Airlines, Mohawk Airlines, North Central Airlines, Ozark Air Lines, Piedmont Airlines, 
Southern Airways, Southwest Airways, Trans-Texas Airways, and West Coast Airlines. 

2 Figures in parentheses represent deficit. 

3 Includes Public Services Revenues. 


Source: Official Airline Reports to Civil Aeronautics Board as compiled in Quarterly Review, Airline 
Traffic and Financial Data, Air Transport Association of America, July 15, 1957. 


Thus, from whatever standpoint considered, the net result of 10 years of opera- 
tion of the local service airlines is a net operating loss, a net loss before income 
taxes, and a net loss. 

Mr. Tieton. I feel that is a long answer to your question, Mr. Chair- 
man, but that is the trouble. 

Senator Brste. Operating subsidy hasn’t proven an answer to the 
local service lines to one improved aircraft. 

Mr. Tieton. That is the case at the present time. But there isn’t 
much point in looking backward and saying that something should 
have been done differently. These carriers are faced with a financing 
problem now. 

Senator Brsie. That is as of today. Thank you, you may proceed. 

Mr. Tirron. Local service and territorial carriers want to dispose 
of their DC-3’s and acquire a more efficient and productive airplane. 
Alaska carriers want to acquire an airplane which is really suitable to 
their operations. It is generally recognized that this must be done. 
Better airplanes are available if the carriers could get the money to 
buy them. 

There are three bills now pending in Congress, all having as their 
objective, assistance to these airlines in obtaining the financing they 
require. The guaranteed loan bill is one of them. It will provide 
needed help. The capital gains bill is another. This committee con- 
sidered that bill, reported it, and passed it through the Senate at the 
last session. We would hope that the committee will do so again this 
session. A bill facilitating the use of equipment trust financing is 
pending before the Judiciary Committee of the Senate and also the 
House. 

Addressing myself now to the present subject of these hearings, we 
hope that the committee will report favorably upon the bill, and that 
it can be acted upon during this session. This type of legislation is, 
of course, not new or unprecedented. The Congress has often em- 
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ployed this type of measure to achieve objectives determined to be in 
the public interest. A close parallel is a law which has previously been 
referred to in these hearings—the Merchant Marine Act of 1936. 
There, in order to maintain an adequate merchant marine, provision 
is made for what amounts to guranteed loans to ship operators. The 
public objectives of the bill pending before the committee seem to 
me to be as worthy as those which impelled the Congress to provide 
this benefit to the merchant marine. 

Those of us who have some responsibility for the progress of the 
air-transport industry are deeply concerned that these smaller carriers 
not be permitted to fall behind, and that they be given every oppor- 
tunity to realize their twin goals of improving service and reducing 
subsidy. Thank you. 

Senator Bratz. Thank you, Mr. Tipton. Senator Lausche? 

Senator Lauscue. The Air Transport Association of America is 
made up of a membership that is engaged in air carriage on a sched- 
uled basis ? 

Mr. Tieton. That is right. 

Senator Lauscue. How many members do you have? 

Mr. Tipton. Forty-nine. 

Senator Lauscue. Are any of the local service carriers members of 
this association ¢ 

Mr. Treron. They are all members. 

Senator Lauscue. So the carriers who would be the beneficiaries of 
this bill are members of your association ? 

Mr. Tipron. That is right. 

Senator Lauscur. How many of them are there ? 

Mr. Tipron. There are 14. 

Senator Lauscue. I merely ask those questions for the purpose of 
the record. I don’t want my questions to be construed as antagonistic 
to what you have said. 

Senator Bratz. Do you have any further questions, Senator 
Lausche ¢ 

Senator Lauscue. No. 

Senator Brste. Thank you, Mr. Tipton. 

Mr. Treron. Thank you, Mr. Chairman. 

Senator Bree. Mr. Hill? 


STATEMENT OF B. HOWELL HILL, ATTORNEY FOR CARIBBEAN- 
ATLANTIC AIRLINES, INC. 


Mr. Hitt. Mr. Chairman, members of the committee, my name is 
B. Howell Hill. I appear here today as counsel for Caribbean-Atlan- 
tic Airlines, Inc., a permanently certificated United States flag car- 
rier operating within Puerto Rico, between Puerto Rico and the 
Virgin Islands, and over a temporarily certificated route between San 
Juan, P. R.,and the Dominican Republic. 

I believe that you have heard adequate testimony on the need for 
this bill. I shall therefore confine myself to urging the amendment 
of S. 2229 so as to include carriers operating in Puerto Rico and the 
Virgin Islands as well as those operating within the Territories of 
Alaska and Hawaii. 

I might add parenthetically that Caribbean-Atlantic Airlines is 
the only airline in such operation. 
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Senator Lauscuz. Does the bill, by language, specifically confine 
this help to airlines of Alaska and Hawaii ¢ 

Mr. Hit. The local service airlines within the United States, and 
those territorial airlines in Alaska and Hawaii; yes, sir. The only 
Territorial lines specifically covered by the bill as drafted are—— 

Senator Lavscue. Puerto Rico isa Territory. 

Mr. Hitx. The Commonwealth of Puerto Rico and the Virgin Is- 
lands, where we operate, are in my judgment entitled to the same cover- 
age as has been granted to Hawaii and Alaska. 

I have made known the views of the company to the Civil Aero- 
nautics Board. Iam not aware whether the chairman has some state- 
ment from the Board with respect to Caribbean-Atlantic or not. 

Senator Biste. Yes. I might advise you that the statement received 
this morning from the Board takes exactly the same position toward 
Caribbean-Atlantic Airlines as they did toward Mackey Airlines. 

One of the reasons, primarily, is that you haven't received subsidy. 
It seems to me that that is about what it boils down to. The same 
comments I made concerning Mackey Airlines would, so far as the 
chairman is concerned, apply to your airline. I make the same 
comment. 

Mr. Hixt.° In connection with that, I do appreciate your comments. 

As Mr. Henry testifies with respect to the Hawaiian carriers, Carib- 
bean-Atlantic does have a somewhat ditferent commercial fare struc- 
ture than the local service carriers operating within the United States, 
and for that reason we are now operating on a nonsubsidized basis. 

However, I think Mr. Tipton’s mention of the fact that this guar- 
anty would not come into play unless it was established to the Board’s 
satisfaction that we needed it, is adequate commentary on whether any 
one would be harmed by our being included. 

Caribbean-Atlantic Airlines meets every test which has been laid 
down for eligibility under the proposed legislation. Caribbean-At- 
lantic’s average length of haul is shorter than that of any local service 
carrier within the continental United States or any carrier operating 
within the Territory of Hawaii. 

Its aircraft fleet is the smallest of any permanently certificated ap 
erator within the United States or the Territories of Hawaii or the 
Commonwealth of Puerto Rico, Its fleet is five DC-3 aircraft. That 
is barely half the size of the smallest local service or Hawaiian carrier. 

Its total capitalization is scarcely equal to the cost of a single new 
aircraft suitable for operation over its certificated routes. It there- 
fore follows that replacement of its fleet would require a severalfold 
increase in the company’s total investment. 

Caribbean-Atlantic Airlines is not in a position to present to the 
committee evidence of its failure to obtain financing for a reequipment 
program because it has not made any attempt to obtain such financing 
to date. Frankly, we have not felt we were in a position to. Never- 
theless, reequipment with more modern and efficient aircraft is a prob- 
lem which the carrier must meet in the not too distant future. 

Our problems, because of our size, are comparably as great or 
greater, although somewhat less immediate, than those of other car- 
riers which will benefit by the passage of the bill. ( 

We believe that we should have the same opportunity for loan 
guaranty available to us as the bill would make available to other 
carriers which are several times our size and whose operations are 
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long haul as compared to the 115 miles from San Juan, P, R., to St. 
Croix, Virgin Islands, our longest permanently certificated segment. 
There I might add parenthetically, Mr. Chairman, that our average 
length of haul is only 72 miles on our present system. 

Inclusion in the bill of the only carrier permanently certificated for 
operations wholly in Puerto Rico and the Virgin Islands, Caribbean- 
Atlantic Airlines, Inc., can harm no one’ However, it can mean the 
cifference to us of whether we can or cannot reequip. 

I will not attempt to burden the record with facts and figures relat- 
ing to Caribbean-Atlantic’s need to be included in this pending legis- 
Jation. The comparative size of Caribbean-Atlantic speaks eloquently 
and adequately on that subject. 

However, we stand ade to submit any materials which the com- 
mittee or its staff might wish to have in conjunction with deliberations 
regarding the amendment which I am here requesting. 

For your guidance and consideration I think perhaps the measure of 
a carrier’s size can be depicted to you by noting from the Civil Aero- 
nautic’s Board’s recurrent traffic statistics for the year 1956 that Carib- 
bean-Atlantic had 12,774,000 passenger-miles. The smallest local 
service carrier within the United States had 19 million. The smallest 
carrier in Hawaii had 26 million. 

We are less than half the size of the smallest Hawaiian carrier, and 
only a small fraction of the size of the majority of the local service 
industry within the United States. 

Senator Bretx. Thank you, Mr. Hill. 

Senator Lausche? 

Senator Lauscur. No questions. 


STATEMENT OF JAMES W. CALLISON, REPRESENTING ALASKA 
ATRLINES 


Mr. Cauuison. Mr. Chairman, my name is James W. Callison, rep- 
resenting Alaska Airlines. You have referred a couple of times this 
morning to a statement from the Board about Mackey and Caribbean. 
Does that statement as you requested also refer to the States-Alaska 
carriers ¢ 

Senator Bratz. Iam sure it does. Do you want to come forward ? 

Are you the lawyer for Alaska Airlines? 

Mr. Cauuison. Yes, sir. You remember when Mr. Robinson testi- 
fied last week you told him that he would be permitted to comment 
on the Board’s statement if made and it was adverse ? 

Senator Brnte. Yes, sir. 

Mr. Cauuison. I would like to request permission to introduce a 
statement in writing if we may. 

Senator Brstr. Yes. You may secure from the staff a copy of a 
supplemental statement of the Civil Aeronautics Board, and you will 
be given the opportunity—we will keep the hearings open for one 
week—and that will give you adequate time to comment on their 
statement insofar as it deals with the Alaska Airlines. You can obtain 
that information from the staff. 

Mr. Adams, do you have something to add ? 


94451—57——-10 
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STATEMENT OF JOSEPH P. ADAMS, GENERAL COUNSEL, ASSOCIA- 
CIATION OF LOCAL & TERRITORIAL AIRLINES 


Mr. Apams. Mr. Chairman, at the last session I handed out this 
statement by Robert C. Reeve, president of Reeve Aleutian Airways 
in Alaska. This carrier is a member of the Association of Local & 
Territorial Airlines. But I did not formally request that it be made 
a part of the record, which I would like to do at this time. 

Senator Bietz. The statement of Mr. Reeve, president of Reeve 
Aleutian Airways, Inc., will be made a part of the record at this place. 

(The statement of Mr. Reeve follows :) 


STATEMENT OF RoBerRT C. REEVE, PRESIDENT, REEVE ALEUTIAN AIRWAYS, INC. 


My name is Robert C. Reeve, and I am president of Reeve Aleutian Airways, 
Inc., a certificated Alaskan air carrier. I most regret that I am unable to 
appear and personally testify at this hearing. The reason for this is that in 
addition to being president of RAA, Inc., I am its general manager, superin- 
tendent of operations, and acting superintendent of communications. The pres- 
sure of these responsibilities dictate that I remain on the job in Alaska in 
connection with our highly accelerated seasonal activities in cannery move- 
ments and transportation for DEW line contractors. 

For 11 years, RAA, Inc., has operated the longest twin-engined overseas 
operation under the American flag, to the Pribilof and Aleutian Islands. Our 
air routes terminate at Attu, 225 miles from Soviet Russia. For 11 years, we 
had operated this air route with twin-engined aircraft without accident or loss 
of life, at the same time, maintaining the highest rate of completion of schedules 
of any carrier under the American flag. 

In 1956, it became apparent that such a twin-engined overseas operation 
could not be continued indefinitely without facing eventual loss of aircraft and 
human life. With the anticipated construction of six distant early warning 
sites on our route, it was also apparent that the demands for our services in 
1957 would double, and possibly triple. For these two reasons, it was resolved 
that a 4-engined Douglas DC-4 aircraft, with its more than 4 times load capacity 
overseas, as compared to a DC-3, was a vital requirement for the continuation 
of our service, both on a safety and service basis. 

Preliminary measure for the acquisition of a DC-4 was naturally of a financial 
nature. We posed our requirement to our bankers, the National Bank of Alaska, 
and the Seattle-First National Bank of Seattle, for a loan of $500,000, secured 
by the assets of RAA, Ine. The first question we were asked by these banks was, 
“Will the CAB recognize this investment for mail-rate purposes?” 

An inquiry directed to the Bureau of Air Operations in this respect elicited an 
informal, but nevertheless definite, negative answer. RAA, Inc., does not dis- 
pute this opinion as our DC-3 operation had been successful in the past, and 
our increased space requirements were for months projected in the future. 
However, our problem was nevertheless unsolved. 

On the basis of proposed nonrecognition of such a proposed increase in our 
base investment by the CAB, these banks refused to grant the required loan un- 
less additional security was advanced. 

After considerable negotiation, a $500,000 5-year loan at 6 percent was even- 
tually negotiated under the following terms: 

1. Pledge as additional security the 90-percent personal-stock interest of R. C. 
and Janice Reeve in RAA, Inc. 

2. Pledge as additional security the assets of Reeve Alaska Airmotive privately 
owned by R. C. and Janice Reeve, with a conservative market value of $200,000. 

3. Pledge as additional security the 57-percent controlling interest in Kennedy 
Hardware, Inc., privately owned by the Reeves, with a conservative market value 
of $165,000. 

4. Pledge as additional security the 57-percent privately owned controlling 
interest of the Reeves in the Terminal Building Corp., with a conservative 
appraised market value of $140,000. 

5. The signature of R. C. and Janice Reeve as individuals on the note, in addi- 
tion to tangible security. 
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In addition to the above security, the banks received mortgages on the Douglas 
DCH, three Douglas DC-3’s, 2 Sikorsky S—43’s, 1 Grumman Goose, and all air- 
craft engines in RAA’s possession. 

The acquisition of this Douglas DC-—4 proved most wise in view of our highly 
accelerated traffic demand starting in April 1957. It would have been impossible 
for us to conform to the demands for our service had we not made this move, 
naturally, also, to the serious detriment otherwise to the national defense. We 
likewise contributed substantially to future safety with a four-engined aircraft 
capable of safe overseas operations. Incidentally, we had resolved to suspend 
overseas operations if we had to continue flying DC—3’s overseas. We solved our 
problems in every respect. 

In conclusion, your committee is provided with a current example of the finan- 
cial tribulations of an Alaskan air carrier, wherein two private individuals 
provided substantial personal means to insure the perpetuation of service most 
critical to the national defense, not to mention miscellaneous travel and cannery 
operations that contribute to a substantial sum to the national wealth. In effect, 
the Reeve family were privately financing the United States Government—subsi- 
dizing might be the appropriate designation. 

This is just a current situation. The Reeve family has privately financed the 
United States Government in more ways than one since 1946, in the conduct of 
RAA, Ine. 

As principal stockholders of RAA, Inc., we are, on the other hand, determined to 
conduct our operations on a self-sufficient basis, with as little aid from the Gov- 
ernment as possible. We consider ourselves fortunate in our ability to do so. 
Our experiences are nevertheless basic inequities pertinent to your hearings. 
I might also add that additional parts, engines, and accessories for our DC—4 
depleted our working capital an additional $100,000, to the extent that we are 
presently existing hand to mouth in an effort to keep current in our obligations. 
Due to depreciation schedules and Federal taxes, it will take us years to regain 
this working capital, and be in a favorable position in this respect. 

Mr. Apams. Thank you. One additional fact: In the statement 
presented by myself on behalf of the Association of State and Terri- 
torial Airlines I included a list of the carriers that were so represented. 
Since that statement was made, Alaska Airlines has applied for and 
been admitted to membership to the association. I would like to have 
our statement include their petition now before this committee for 
inclusion in the bill. 

Senator Brats. That will beso included, Mr. Adams. 

Mr. Apams. Thank you, Mr. Chairman, for giving us the oppor- 
tunity to conclude this hearing in the press of this July 4 holiday. It 
is a great help to all of our people and sincerely appreciated. 

Senator Brsiz. We are happy that we could have been of assistance. 

I would like to have the statement of George D. Riley, AFL-CIO 
legislative representative, on their position of S. 2229, made a part 
of the record at this point. 

(The statement of Mr. Riley follows:) 


STATEMENT OF GEORGE D. Ritey, AFL-CIO LEGISLATIVE REPRESENTATIVE 


The AFL-CIO supports the position of its aviation legislative subcommittee 
in favor of the purposes of S. 2229, to provide Federal guaranty of loans with 
which to purchase new civilian aircraft for local service and use by Territorial 
airlines. 

We believe it is generally recognized that the airlines which would be the 
beneficiaries under 8S. 2229 typically are some twenty-odd companies within 
Alaska, Hawaii, and the mainland of the United States. 

The earnings of these lines are not great. Therefore, their borrowing capacity 
is not great, which means that loans with which to acquire more modern aircraft 
are costly to the point of rendering such equipment acquisitions next to impossi- 
ble—certainly on reasonable terms. 

These airlines represent small business in action in their field. Small busi- 
ness already is a recognized province in which the Federal Government is supply- 
ing a helping hand. This is so true that the Banking and Currency Committee 
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may soon report a bill making the Small Business Administration a permanent 
fixture of administrative government. 

But the purchase of aircraft entails greater sums than Small Business Admin- 
istration might be presumed to advance for the reason that, while these airlines 
are relatively small, the fact is that their equipment costs as much as though 
their capital and their operations were much larger. 

S. 2229 calls for no outlay of Federal cash. A simple guaranty of loans is the 
only proposal. In this regard, likewise, there will be reduction in the amount 
of subsidy cost to the Nation’s taxpayers. 

Improved equipment, in turn, can result in better earnings and in potential 
returns to the tax collector from these lines. 

Companies covered by 8S. 2229 are performing a vital function of pulling closer 
together several hundred communities in the Territories and on the mainland 
which otherwise could be regarded only as remote points. 

These small feeder lines continue to rely principally upon the performance of 
the DC-3, a reliable craft for its day. But today’s demands are for even more 
efficient equipment geared to modern needs. 

Newer equipment can make greater profits which, after all, are the spur to- 
ward higher achievement in our world. 

Company stability means greater industry stability which, in turn, enables the 
lines to grant improved working conditions, pay, and negotiated supplement bene- 
fits. 

We hope the committee will move the bill to the Calendar without delay. 

Senator Brete. The CAB supplemental statement to which I have referred 
will be made a part of the record at this point. 

(The supplemental CAB report follows :) 

CIvin AERONAUTICS BOARD, 
Washington, July 8, 1957. 
Hon, A. S. MIKE MONRONEY, 
Chairman, Aviation Subcommittee, Committee on Interstate and Foreign 
Commerce, United States Senate, Washington, D.C. 


DEAR SENATOR MONRONEY: During the hearing on June 17, 1957, on S, 2229 re- 
lating to Government guaranty of loans to certain air carriers, the Board was re- 
quested to furnish additional information and comment in regard to some as- 
pects of the proposed legislation. Accordingly, there is enclosed for the infor- 
mation of the committee a supplemental statement discussing the matters of (1) 
earriers included, (2) interest rates and guaranty fees, and (3) administrative 
expenses. 

Sincerely yours, 
JAMES R. DuRFEE, Chairman. 


SUPPLEMENTAL STATEMENT OF THE CIVIL AERONAUTICS BOARD, RELATING TO 
S. 2229 

“To provide for Government guarantee of private loans to certain air carriers 
for purchase of aircraft and equipment, and for other purposes.” 

Carriers included in the legislation : 

In proposing the loan guaranty bill which has been introduced as S. 2229, the 
Board was primarily concerned with assistance to the domestic local service 
carriers, and to other carriers in the Territories of Alaska and Hawii, whose pri- 
mary function is to provide local or feeder air transportation. 

The 21 carriers which the bill would cover have limited financial ability for 
negotiation of private loans at reasonable terms for the purchase of improved 
modern aircraft suitable for their short-haul transportation services. They have 
no long-haul routes or segments to compensate for their short hauls. 


STATES-ALASKA CARRIERS 


By the terms of the bill, Alaska Airlines and Pacific Northern Airlines are not 
included. Careful consideration was given to the inclusion of both Alaska Air- 
lines and Pacific Northern Airlines in the guaranteed loan proposal. Each car- 
rier operates both intra-Alaska and States-Alaska routes as authorized by sepa- 
rate certificates. 

Pacific Northern Airlines’ operations are predominantly in States-Alaska serv- 
ices. Alaska Airlines’ system operations are approximately two-thirds intra- 
Alaska services and one-third States-Alaska services, based on the volume of 
plane-miles flown. 











L 


PURCHASE OF AIRCRAFT AND EQUIPMENT 133 


Alaska Airlines’ States-Alaska route is operated between Fairbanks, on the one 
hand, and Seattle and Portland, on the other. The nonstop distance between Fair- 
banks and Seattle is 1,536 miles. The carrier operates DC-—4’s on this route 
as well as on certain segments of its intra-Alaska routes. It also operates with 
DC-3’s and smaller aircraft in intra-Alaska services. 

Pacitic Northern Airlines’ States-Alaska route is between Anchorage and 
Seattle and Portland. A number of Alaskan points are designated on this States- 
Alaska route. The same intermediate points are also served on a segment of 
this carrier’s intra-Alaska route. Pacific Northern Airlines operates Constel- 
lations in States-Alaska service, DC—4’s in both intra-Alaska and States-Alaska 
services, and DC-—3’s in intra-Alaska service. 

These carriers thus operate routes which definitely are not characteristic of 
the short haul, local service type of operation which the Board had in mind in 
drafting the legislation. The fact that they also operate short-haul routes does 
not, in the opinion of the Board, make them eligible for the governmental assist- 
ance contemplated in the proposed legislation. Generally speaking, the cer- 
tificated domestic trunkline carriers also provide services of a short-haul nature, 
and no doubt some of these carriers would find it very advantageous to have the 
benefit of this legislation in purchasing equipment for their short-haul operations. 

If the States-Alaska carriers are assisted under the terms of S. 2229, it would 
be very difficult to justify exclusion of other long-haul carriers who might wish 
to be covered by the bill. , 

Attached for the information of the committee are certain tabular materials 
showing these carriers’ financial position as of December 31, 1956, and their 
subsidy requirements for the fiscal years 1951 through 1958. (Appendixes 1 
and 2.) 

CARIBBEAN-ATLANTIC AIRLINES 


This is a United States air carrier operating pursuant to a permanent cer- 
tificate between points in the Commonwealth of Puerto Rico, between Puerto 
Rico and points in the Virgin Islands, and between Puerto Rico and the Dominican 
Republic. 

It conducts these operations with DC-3 aircraft. A table of estimated subsidy 
accruing to the carrier for the fiscal years 1951 through 1958 is attached (ap- 
pendix 3). It will be noted that Caribbean-Atlantic has not received subsidy 
since 1955. There is also attached a table showing long-term debt, net worth, and 
total invested capital of this carrier (appendix 4). 

We have no information that this carrier, if it wishes to replace its DC-3 fleet, 
will not be able to finance on reasonable terms without benefit of this bill. Its 
operations, while of a short-haul nature, are international in scope. 


MACKEY AIRLINES 


This is a United States air carrier holding temporary nonmail certificates to 
engage in foreign air transportation between points in Florida and points located 
on the offshore islands and Cuba. 

We have no information that this carrier cannot independently finance the 
purchase of new aircraft on reasonable terms. It is our understanding that 
Mackey placed one of the earliest orders for the F—27 and that it will receive 
delivery in about December 1957 of the first F—27 off the production line. 

As a nonmail carrier, Mackey Airlines is not eligible for subsidy and con- 
sequently the proposed legislation, while undoubtedly of potential value to the 
earrier, would not have any effect on the subsidy obligations of the United States, 
which was the basic consideration of the Board in proposing the legislation. 

There is attached a table showing the long-term debt, net worth, and total in- 
vested capital of this carrier (appendix 5). 


HELICOPTER CARRIERS 


The three certificated helicopter air carriers are not covered by the provisions 
of S. 2229. These three carriers are Chicago Helicopter Airways, Los Angeles 
Airways, and New York Airways. All hold temporary certificates. The Chicago 
carrier’s certificate will expire in 1963. The certificates held by the other two 
carriers have recently expired and the carriers are continuing to operate pursuant 
to section 9 (b) of the Administrative Procedure Act. 

The renewal proceeding for Los Angeles Airways is now in process, and it 
is expected that the renewal proceeding for New York Airways will be com- 
menced in the relatively near future. 
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The three helicopter services which the Board has authorized, in Los Angeles, 
Chicago, and New York, are highly subsidized. Notwithstanding the fact that 
they have been in operation for a number of years, going back as far as 1947 
in the case of Los Angeles, the service is still experimental and promotional in 
character. 

Furthermore, the total subsidy has increased rather than diminished year 
by year as the helicopter services have been expanded. It is estimated that for 
the fiscal year 1957 the subsidy will approximate $3,800,000. 

Each of the 3 helicopter carriers operates S-55 rotary-wing aircraft. Two 
of them also operate a few of the larger S—58’s. We have no information from 
these carriers as to the possible improved or more economical operating char- 
acteristics of other rotary-wing aircraft now in production or projected for 
the future. 

However, since 8. 2229 would, if enacted, be effective for 5 years, so far as the 
Board’s authority to guarantee any lender is concerned, it is of course possible 
that an improved and more economical helicopter may become available within 
the 5-year period. 

As indicated above, the subsidized operations of the helicopter operators are 
in a much more experimental stage than those of the local service, short-haul car- 
riers, and the Board regards their equipment problems as quite different at the 
present time. 

There is attached a table showing the estimated subsidy accruing to the three 
helicopter operators, and a table of long-term debt, net worth, and total invested 
capital (appendixes 6 and 7). 

In summary, the Board does not feel that Alaska Airlines, Pacific Northern 
Airlines, Mackey Airlines, Caribbean-Atlantic Airlines, Chicago Helicopter Air- 
ways, New York Airways, and Los Angeles Airways come within the purview of, 
and does not recommend their inclusion in, 8. 2229. 

If, however, the Congress feels that the legislation should be extended to them 
the Board would not object to amendment of the bill for that purpose. 


INTEREST RATES AND GUARANTY FEES 


Section 5 of the Board’s draft bill made provision as to rates of interest, guar- 
anty fees and other charges as follows: 

“Sec. 5. The Board shall prescribe, either specifically or by limits, rates of inter- 
est, guaranty fees and such other reasonable fees or charges as it may require in 
connection with guaranty of aircraft purchase loans.” 

In accordance with the committee’s suggestion, with which the Board concurs, 
this section has been revised to read as follows: 

“Sec. 5. The Board shall prescribe and collect from the lending institution a 
reasonable guaranty fee in connection with each loan guaranteed under this 
Act.” 

As thus revised, the section eliminates the language with respect to the pre- 
scription of interest rates and such other reasonable charges or fees as might 
be required, and only requires that the Board prescribe and collect a reasonable 
guaranty fee in connection with each loan guaranteed. 

The language that the Board shall prescribe interest rates has been eliminated 
because as a practical matter the Board will not be prescribing interest rates, 
but rather will be reviewing a particular loan agreement arrived at by a borrower 
and a bank or other lending institution. In this context the Board will be re- 
viewing the agreement for reasonableness before giving any guaranty, rather than 
prescribing the terms of the agreement. 

Section 3 of the bill contains sufficient language as quoted below which, in our 
opinion, will permit the Board to pass on the reasonableness of the terms of the 
loan agreement including, of course, the interest rate. 

“Such guaranty shall be made in such form on such terms and conditions and 
pursuant to such regulations as the Board deems necessary and which are not 
inconsistent with the provisions of this act.” 

The language that the Board shall prescribe “such other reasonable fees or 
charges” has been eliminated because no other fee or charge in addition to the 
guaranty fee is contemplated. 
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ADMINISTRATIVE COSTS 


Enactment of the proposed bill would entail an increase in workload of the 
Board breaking down as follows: 

(1) Developing specific procedures and requirements; 

(2) Processing of individual applications for a loan guaranty; 

(3) Collection of, and accounting for, such fees as may be prescribed ; 

(4) Keeping informed as to the current status of loans guaranteed under 
the program; 

(5) In the event of default, taking the necessary steps to fulfill the con- 
ditions of the guaranty ; 

(6) Processing an increasing number of route and rate cases to reflect 
the operating results of the new equipment. 

Because this workload would, in large part, be intermittent and peak from time 
to time, particularly during the early stages of the program, precise estimates of 
the direct administrative costs are difficult. However, specific figures have been 
developed based on certain assumptions. 

Under the bill as now drafted, 21 carriers would be eligible to seek a guaran- 
teed loan. Assumption 1 is that immediately following enactment of the bill 10 
earriers would seek guaranteed loans; that during the first year after enact- 
ment 5 additional carriers would do likewise; and finally, that the loans would 
average $3 million, or a total of $45 million. Assumption 2 is that at some time 
during the remaining 4 years the authority to guarantee would be in effect, 5 or 
6 more carriers would seek guaranteed loans, likewise averaging $3 million 
for a total of loans to be guaranteed of some $60 million. 

These, it should be emphasized, are merely assumptions to provide a point of 
departure in calculating workload and the net cost of administering the program. 

However, based on these assumptions, it is estimated that the direct cost of 
administering the program would aggregate an average of $45,000 annually over 
a 10-year period. This figure represents the equivalent of 7 man-years costed at 
$42,000, plus necessary related nonsalary expenses in the amount of $3,000. 

If the guaranty fee prescribed were equivalent to interest computed at the rate 
of one-half of 1 percent per year of the average outstanding balance of loans 
guaranteed which, as indicated previously are assumed to total $60 million (amor- 
tized in all cases over a 10-year period), the sum of such fees would aggregate 
$1,500,000. On the basis of an average annual figure of $45,000, for a period 
of 10 years, the total cost would be $450,000. Thus, the cost of the program would 
be self-liquidating and the program would show a net return to the Government 
of approximately $1 million. These figures are given by way of example and 
are not to be taken as an indication that the guaranty fee charged would 
in fact be one-half of 1 percent. 

This return to the Government, of course, would be entirely apart from the 
savings anticipated through reduction of subsidy, and provided no liability is in- 
curred by reason of default on the part of any carrier with respect to its loan, 


APPENDIX 1 


Estimated subsidy accruing to Alaska Airways and Pacific Northern Airlines, 
fiscal years 1951 through 1958 


{In thousands of dollars] 
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APPENDIX 2 
Long-term debt, net worth, and total invested capital, as at Dec. 31, 1956 


[In thousands of dollars} 








Long-term Total in- 
debt! Net worth vested 
capital 
Be Bie: BOB aii 5s thtgiwnen ss op ~ecbdoana5ai yan $913 $1, 791 $2, 704 
ee reoeamenns Almas, 16.2.7. 3, 033 2, 366 5, 399 


1 Total of long-term debt and notes payable. 
2 Total system data. 


Source: CAB Form 41 reports of the carriers. 
APPENDIX 3 


Estimated subsidy accruing to Caribbean Atlantic Airlines, Inc., fiscal years 
1951 through 1958 








Fiscal year Thousands of Fiscal year Thousands of 
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APPENDIX 4 


Long-term debt, net worth, and total invested capital, as at Dec. 31, 1956 


{In thousands of dollars] 





Long-term Total in- 
debt ! Net worth vested 
capital 
Caribbean Atlantic Airlines, Ine............--...----.--..-..- $115 $555 $670 





1 Total of long-term debt and notes payable. 
Source: Carrier’s Form 41 report, CAB. 


APPENDIX 5 


Long-term debt, net worth, and total invested capital, as at Dec. 31, 1956 


{In thousands of dollars] 


Long-term | Total in- 





debt 1 Net worth vested 
capital 
ie I accesses bn bane Shee vcs co deen -stn- darn en $350 | $1, 704 | $2, 054 
| { 








1 Total of long-term debt and notes payable. 
Source: CAB Form 41 reports of the carriers. 
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APPENDIX 6 
Estimated subsidy accruing to the 3 certificated helicopter carriers, fiscal years 
1951 through 1958 


Fiscal year Chicago |Los Angeles| New York Fiseal year Chicago {Los inal New York 
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Bomestca ties $432 $684 $1, 458 || een tienes 

MMR... 25d 423 816 1,417 } Total. .... 1 3, 846 | 1 4, 247 17,719 
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1 During fiscal years 1951, 1952, and 1953 when passenger service was not vet provided, no service rate was 
specified and all mail compensation was designated as service mail pay. 


APPENDIX 7 


Long-term debt, net worth, and total invested capital, as at Dec. 31, 1956 


{In thousands of dollars} 





Long-term Total 
debt! | Net worth invested 
| capital 
npn pen trip pcan ttliinteah biti pancake apioans ibs setae 
Chicago Helicopter Airways. _____-- — eos ee ee wal $757 | $721 $1, = 
Los Angeles Airways 2st. hae Heb AL eds eek 200 | 686 
DOR Es dt AE Oy aisnidin sa <Weinciie oncinauesindtitieantakincrtae eee | 2, 402 2, 404 
| 


! Total of long-term debt and notes payable. 


Source: CAB Form 41 reports of the carriers. 


Senator Brete. We have agency departmental reports from both 
Treasury and Commerce, both of which will be made a part of the 
record at this point. 

(The reports from the Treasury Department and the Department of 
Commerce are as follows :) 

TREASURY DEPARTMENT, 
July 3, 1957. 
Hon, WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 


My Dear Mr. CHAIRMAN: Reference is made to your request for the views of 
this Department on 8. 2229, to provide for Government guaranty of private loans 
to certain air carriers for purchase of aircraft and equipment, and for other 
purposes. 

As a general policy, the Treasury is opposed to the establishment of new loan 
guaranty programs except under conditions of extreme urgency. With the pres- 
ent heavy demand for available credit, it is essential that we do all we can to 
avoid adding unnecessarily to this demand. Under these circumstances, the 
Department would be opposed to the enactment of S. 2229. 

The Department has been advised by the Bureau of the Budget that there is no 
objection to the submission of this report to your Committee. 

Very truly yours, 
W. RANDOLPH BURGESS, 
Secretary of the Treasury. 


THE SECRETARY OF COMMERCE, 
Washington, D. C., June 27, 1957. 
Hon. WARREN G, MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

DEAR MR. CHAIRMAN: This is in reply to your request of June 6, 1957, for the 
views of this Department with respect to S. 2229, a bill to provide for Govern- 
ment guaranty of private loans to certain air carriers for purchase of aircraft 
and equipment, and for other purposes. 
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S. 2229 would authorize the Civil Aeronautics Board to guarantee private loans 
negotiated by certain air carriers for the purchase of aircraft suitable for local, 
feeder, and short-haul air transportation both within the United States and 
within the Territories of Alaska and Hawaii. The guaranty would protect any 
lender against loss of principal or interest on any aircraft purchase loan made 
by the lender to the qualifying air carrier holding a certificate of public con- 
venience and necessity as described by the bill. No guaranty would be made 
unless the Board found that the air carrier could not otherwise obtain necessary 
funds for the purchase of needed aircraft on reasonable terms. 

Generally speaking, we believe that further extension of the principle of 
guaranty by the Federal Government of private loans is undesirable. Loan 
guaranties of the type proposed would be justified, in our opinion, only if there 
were convincing evidence sufficient to prove that they would shortly complete 
the a of these carriers to a subsidy free status. We think the evidence 
is lacking. 

Furthermore, we do not believe that sufficient experience has been gained 
since the short-haul air carriers were permanently certificated to arrive at a deter- 
mination of the effect of such certification on their long-range financing problems. 

Also, there are certain proceedings pending before the Board at the present 
time which should materially affect the need of the short-haul carriers for as- 
sistance of the nature proposed by this legislation. There proceedings are 
“Capital Gains,” Docket No. 7902, and the “Rate of Return for Local Service 
Carriers,” Docket No. 8404. 

my view of the foregoing, we cannot endorse enactment of S. 2229 at this 
time. 

The Bureau of the Budget advises that it interposes no objection to the sub- 
mission of this report. 

Sincerely yours, 
SINCLAIR WEEKS, 
Secretary of Commerce. 


Senator Brete. Are there any further witnesses ? 

Mr. Apams. One matter of errata, Mr. Chairman. 

In your questions of Mr. G. Robert Henry concerning when the 
guaranteed loan legislation was first ees he inadvertently men- 
tioned February of this year, whereas the Civil Aeronautics Board, 
in a formal letter to the carriers affected, advised them that it was 
their intention to propose this legislation in a letter written as early 
as November of 1956. 

I merely wanted to correct the record, 

Senator Bretx. The record may be so corrected. If it is thought 
necessary you can feel free to add that letter to the record, if you 
like. 

Mr. Apams. That is adequate. Thank you. 

Senator Bree. Are there any further witnesses to be heard? 

If not, the hearing will be closed. The record will be kept open for 
one week, until July 10. 

(Thereupon, at 11:45 a. m., the subcommittee was adjourned.) 

(Further comments from Government agencies are as follows :) 

Post OFFICE DEPARTMENT, 
BUREAU OF THE GENERAL COUNSEL, 
Washington, D. C., July 8, 1957. 
Hon. WARREN G. MAGNUSON, 


Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

DeaR Mr. CHAIRMAN: Reference is made to your request for a report on 
S. 2229, a bill to provide for Government guaranty of private loans to certain air 
carriers for purchase of aircraft and equipment, and for other purposes. 

This measures declares that it is the policy of Congress : 

“* * * in the interests of the commerce of the United States, the postal serv- 
ice, and the national defense to promote the development of local, feeder, and 
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short-haul air transportation, both within the United States and within the 
Territories of Alaska and Hawaii.” 

In furtherance of this policy the bill authorizes the Civil Aeronautics Board, 
for a 5-year period, to guarantee any lender against loss of principal or interest 
on any aircraft purchase loan made to any air carrier holding a certificate of 
public convenience (a) designated therein to be for local or feeder air service, 
or (b) providing for operations wholly within the Territory of Hawaii, or (c) 
providing for operations wholly within the Territory of Alaska (including serv- 
ice between Alaska and adjacent Canadian territory). The bill contains per- 
tinent restrictions on the amount, term, interest, and the like of loans which 
may be thus guaranteed by the Board. 

Section 6 (b) of the bill provides that Departments and agencies of the Fed- 
eral Government: 

“* * * shall exercise their powers, duties, and functions in such manner as 
will assist in carrying out the objectives of this act.” 

The measure appears to be of primary concern to other agencies of the Gov- 
ernment rather than to the Post Office Department. 

In general the feeder airline and short-haul air service as now operated is ade- 
quate for airmail. In some areas better schedules, or new or additional feeder 
line service might expedite small quantities of mail. However, it is doubtful 
that such service improvements would justify the increased cost. 

If it is the intent that section 6 (b) would require the Department to use local 
service or short-haul air carriers for transporting mail in preference to surface 
transportation, we would not approve of this section. This Department main- 
tains the position that we will use any transportation certified by the Civil 
Aeronautics Board when the interest of the Department may be sreved. 

The Bureau of the Budget has advised that there would be no objection to the 
submission of this report to the committee. 

Sincerely yours, 
ABE ‘McGreeor Gorr, General Counsel. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, July 8, 1957. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 


Dear Mr. CHAIRMAN: Further reference is made to your letter of June 6, 
1957, acknowledged on June 7, 1957, requesting the comments of the General 
Accouting Office concerning S. 2229, 85th Congress, 1st session, entitled “‘A bill 
to provide for Government guaranty of private loans to certain air carriers 
for purchase of aircraft and equipment, and for other purposes.” 

In our report on audit of the Civil Aeronautics Board, dated October 1955, we 
referred to the report of the President’s Air Coordinating Committee entitled 
“Civil Air Policy” issued in May 1954, and commented as follows: 

“Therefore, as stated in the President’s report, to ease the transition to a 
subsidy-free status for air carriers, temporary financial relief, including loans, 
loan guaranties, or other interim measures may be justified in lieu or outright 
subsidy grants to meet situations in which these carriers face temporary finan- 
cial difficulties, and are unable to obtain private credit on reasonable terms.” 

Since the purpose of the proposed legislation appears to be in line with this 
position, we would recommend its favorable consideration. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


(The following letters concerning S. 2229 are inserted for thie 
record :) 
ASSOCIATION OF LOCAL AND TERRITORIAL AIRLINES, 


Washington, D. C., July 8, 1957. 
Hon. ALAN BIBLE, 


United States Senate, Washington, D.C. 


DEAR SENATOR Brs_eE: The patience and thoroughness which you demonstrated 
in conducting the 2 days of hearings on 8. 2229 is sincerely appreciated by the 
members of this association and by myself. Particularly am I pleased that the 
fullness of the record includes letters commenting on S. 2229 by the Honorable 








1 
i 
| 
| 





Ye OE 


LSTA PE 





140 PURCHASE OF AIRCRAFT AND EQUIPMENT 


Sinclair Weeks, Secretary of Commerce, and the Honorable W. Randolph 
Eurgess, Secretary of the Treasury, which letters purportedly opposed passage. 
The Secretary of the Treasury in a letter written prior to the hearings said, 
“With the present heavy demand for available credit, it is essential that we do 
all we can to avoid adding unnecessarily to this demand. Under these circum- 
stances, the Department would be opposed to the enactment of S. 2229.” 

The Secretary of Commerce said, “Loan guaranties of the type proposed 
would be justified, in our opinion, only if there were convincing evidence suffi- 
cient to prove that they would shortly complete the transition of these carriers 
to a subsidy-free status. We think the evidence is lacking.” 

These statements were necessarily prepared prior to the hearings at which 
time representatives of the local service and territorial carriers appeared from 
Hawaii, Alaska, and all areas of these United States. Further, the executive de- 
partments making the above comments did so without benefit of any hearing or 
— taking of any evidence from the industry which so sorely requires the legis- 

ation. 

In the light of the testimony given during 2 days of hearings, it is amply 
demonstrated, (1) that no subsidy reduction can be effected with the con- 
tinued use of today’s obsolete DC-3; (2) that new, more efficient airplanes on 
order which will effect subsidy reductions are not presently financed; and 
(3) that failure of passage of this legislation will in most cases result in can- 
cellation of present aircraft orders by reason of inability to finance. Carrier 
after carrier indicated in some cases specific dollar amounts that would be saved 
in subsidy payments by the use of the new, more efficient aircraft, and in the 
case of several carriers a time limit was placed on when the carrier might be 
taken off subsidy completely, assuming, of course, the passage of S. 2229 and 
the availability of reasonable financing. 

Letters from many banks, introduced at the hearing, gave ample proof of the 
necessity for passage of S. 2229, if equipment loans are to be made to local 
service and territorial airlines. 

You, of course, are acquainted with these statements of witnesses and bank- 
ing letters and will agree with me, I am sure, that the letter of the Secretary 
of Commerce cannot properly be interpreted as opposing the legislation under 
the evidence at hand indicating a definite reduction of subsidy. Further, the 
letter of the Secretary of the Treasury cannot be considered in opposition as 
the witnesses during the 2 days of hearings amply demonstrated that the addi- 
tional credit to be provided by S. 2229 is in no sense an unnecessary addition 
to present credit demand. In fact, the Civil Aeronautics Act requiring an air 
transport fleet suitable for the needs of the commerce of the United States, the 
postal service and the national defense plainly requires the enactment of S. 2229 
as an urgent necessity. Chairman James R. Durfee in his testimony made the 
necessity for the legislation crystal clear. 

Your decision to keep the record open until July 10 will, I trust, make it 
possible to include this letter as a part of your splendid record in this hearing. 

Sincerely yours, 
JosepH P. Apams, General Counsel. 


Los ANGELES AIRWAYS, INC., 
Los Angeles, Calif., June 13, 1957. 
Hon. A. S. Monroney, 
United States Senate, Washington, D. OC. 


My Dear Senator Monroney: I have been informed that your committee is 
about to start hearings on a bill concerning governmental loans to the airline 
industry, the date being next Monday, the 17th. 

At this time my schedule won’t permit me to be present unless the hearings 
a still in progress the following week, at which time I plan on being in the 

ast. 

Not having seen the bill, I am unable to take any position as to materiality 
as far as we are concerned. However, I would hasten to recommend that at 
such time as it may come to final form, it contain or omit no language which 
could be construed as placing the helicopter segment in an unfavorable light. 

You will recall in my testimony before your committee on the local airlines 
legislation I objected to the original draft which was exclusionary by language, 
and which you were considerate enough to delete before the bill became law. 
This then would be consistent with my position at that time. 
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You may be interested in knowing that we have just finished our hearing 
for renewal by the Civil Aeronautics Board. This is our third “go-around,” 
and I believe we gave the examiner a good case for permanency. 

With kindest personal regards, I remain 

Sincerely yours, 
Los ANGELES ArRways, INc., 
C. M. Beinn, President. 


ALASKA COASTAL ATRLINES, 
Juneau, Alaska, July 11, 1957. 
CHAIRMAN, INTERSTATE AND FOREIGN COMMERCE COMMITTEE, 
United States Senate, Senate Office Building, Washington, D. C. 


Deak Sir: By letter from our Washington attorney, Mr. Theodore I. Seamon, 
which was written July 3, but which did not reach our office until July 9, we 
are advised that the record on the Government guaranty loan bill for aircraft 
purchases by local-service carriers and Territorial carriers is being held open 
until July 10 for written statements by individual carriers. 

Mr. Seamon entered a short statement on behalf of this company as well as 
Cordova Airlines and Northern Consolidated Airlines during the hearing in 
Washington. As directed by us, he supported this legislation and mentioned, 
although perhaps not in too great detail, our problem regarding equipment 
purchases—a problem which is not covered in the bill with sufficient clarity to 
avoid ambiguity. The bill is mute, and perhaps intentionally so, on whether 
the equipment that may be purchased under the guaranty loan provisions must 
be new or whether it may be used. 

Alaska Coastal Airlines is a certificated carrier which has been providing 
scheduled service in southeastern Alaska for nearly 20 years. Thirty of the 
thirty-three points we are scheduled to serve do not have land airports. They 
are located on tidal waters and are served by amphibious aircraft or seaplanes. 
The majority of our fleet is composed of Grumman G—21A amphibians and 
Consolidated PBY-5A amphibians. None of these aircraft have been manufac- 
tured since 1945, Furthermore, since that date, no amphibious equipment of 
similar type or capacity has been manufactured for civilian use nor any for 
military use that is eligible for certification by the CAA, even after modifica- 
tion. Accordingly, expansion of our fleet must, for the present at least, consist 
of additional aircraft of these types and particularly the PBY-—5A. 

In recent years, the Government has sold as surplus many PBY-5A aircraft. 
Military versions can be purchased at this time for as little as $5,000 or $6,000. 
However, modification costs before they can be placed in commercial scheduled 
operation can run as high as $150,000. We, like the local-service carriers and 
other Territorial carriers, have experienced and are continuing to experience 
great difficulty in obtaining money to finance additional equipment. We can 
supply information to substantiate this; however, to do so would simply burden 
the record with duplicative information and testimony. 

The purpose of this letter is to urge the inclusion in the bill itself, or in the 
statement of purpose, positive and explicit language to the effect that, in addi- 
tion to new aircraft, the provisions of the bill also apply to used aircraft and 
modification cost thereof. 

We respectfully request that this statement be included in the record, even 
though it will reach you after the stated closing date of July 10, 1957. 

Very truly yours, 
O. F. BENECKE, Comanager. 


FLIGHT ENGINEERS’ INDUSTRIAL AssocrATION, AFL-CIO, 
Washington, D. C., June 17, 1957. 
Hon, A. 8. MIKE MONRONEY, 
Chairman of the Senate Aviation Subcommittee, 
United States Senate, Washington, D.C. 

Dear Sir: This is to inform you that the Flight Engineers’ International 
Association, AFL-CIO, supports the passage of bill S. 2229. 

This bill, which would provide Government guaranty of private loans to the 
local feeder and short-haul air carriers, would do much to remove the carriers 
from the subsidy list and put them on the profitable side of the ledger. 

These small feeder lines have for years been faced with the dilemma of not 
being able to finance the type of equipment which would operate at a profit over 
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the low-density and short-haul routes which they service. In the main, they 
have been forced to rely on the old DC-3 because of its low initial cost. This 
equipment, which first went into production in 1933, by today’s standard is too 
outmoded and inefficient to be used in scheduled air transportation. It is interest- 
ing to compare the direct operating cost of the DC-3 with the postwar twin- 
engine transport such as the Convair 240, which actually did replace the DC-3 
on several of the larger trunklines. During the first 9 months of operation in 
1956, the direct operating cost of the DC-3 was 47.4 cents per plane-mile. At the 
same time, the direct operating cost of the Convair 240 was 64.2 cents per plane- 
mile. Productivity in terms of seat-miles per hour shows that the DC-3 produces 
only 3,780 seat-miles in 1 hour, while the Convair 240 will produce 10,560 seat- 
miles per hour. Thus, while the direct operating cost of the Convair 240 was 
16.8 percent more than the DC-3, the productivity of the Convair 240 was nearly 
130 percent greater. However, the equipment which might be purchased as a 
result of the passage of this bill would be even more modern and efficient than 
the Convair, which was designed immediately after World War II. 

The passage of this bill should also encourage several of the American air- 
frame manufacturers to proceed with the development of a short-haul transport. 
These people have in the past been reluctant to carry on the expensive develop- 
ment of such a transport until they could be reasonably assured of a good market 
for the airplane. The Government guaranty of loans for this purpose should 
provide the necessary stimulant. 

The aircraft which could be purchased as a result of the passage of the bill 
will also benefit the traveling public. The small communities will be provided 
with a more safe and modern form of air transportation, and more and more 
people will be attracted to this type of service. 

The Flight Engineers’ International Association, AFL-CIO, holds no brief for 
any party that might be affected by this bill, since the very nature of the short- 
haul, feeder-line operations dictates an airplane of such size and simplicity that 
a flight engineer would not be required. However, as a labor union, we can see 
that the stability and prosperity which this bill might bring to the small feeder 
lines should certainly allow these carriers to bring the wages and working condi- 
tions of their employees up to the standards set by the large trunklines. It 
should also allow the promulgation of pension and welfare plans in areas where 
these items are either substandard or nonexistent. The employees of some of the 
airframe manufacturers where such short-haul equipment might be produced 
should also prosper. 

Yours very truly, 
R. A. Brown, 
Peecutive Vice President. 


Arm LINE PiLots ASSOCIATION, 
Chicago, Ill., June 28, 1957. 
Senator A. S. MrKE MoNRONEY, 
Chairman, Aviation Subcommittee of the Senate Interstate and Foreign 
Commerce Oommittee, United States Senate, Washington, D. C 


DeaR SENATOR Monroney: The purpose of this letter is to advise the Senate 
Interstate and Foreign Commerce Committee of the views of the Air Line Pilots 
Association with respect to Senate bill 2229, which would provide for Govern- 
ment guaranty of private loans to certain air carriers for the purpose of pur- 
chasing aircraft and equipment, and for other purposes. 

As the representative and spokesman for the pilots employed by the airlines 
which would be affected under the proposed statutory provision, we have had 
the opportunity to participate and observe at first hand the underlying problems 
which must be solved if these carriers are to effectively fulfill their potential in 
our economy. Our interest in this subject is evidenced by our past efforts to be 
of material assistance in previous deliberations of the Congress with respect to 
aviation legislation. 

We appreciate the efforts of your committee members on this subject ,and we 
favor the adoption of Senate bill 2229. 

Other witnesses have reviewed the economic history of the carriers here in- 
volved and, consequently, it is not felt necessary to become involved in useless 
repetition. 

We are confident that the economic facts previously submitted to the committee 
demonstrate that these carriers are now an essential part of our air-transporta- 
tion system. Methods must now be found to assure their continued growth and 
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development in a manner which will place them on a self-sustaining basis as 
rapidly as possible. ; 

In previous testimony before congressional committees, this association has 
expressed its belief that one of the greatest handicaps to the sound progress of 
these carriers has been their inability to secure more efficient equipment with 
which to lower operating costs and improve their service. That Members of 
Congress have been aware of this problem for some time is evidenced by the 
passage of the old prototype bill which contemplated a financial outlay by the 
Government to encourage the manufacturers to develop a suitable airplane for 
feeder type service. This enabling legislation, while adopted, was not utilized. 
Aircraft, however, are now becoming available or will in the immediate future. 
Consequently, the problem has shifted from one of developing a suitable airplane 
to a matter of acquiring the aircraft. In this regard, the carriers are presented 
with a serious problem of financing new equipment. 

The legislation here under consideration would guarantee the sources of 
capital against loss in proncipal or interest up to 90 percent of the aircraft cost. 
We believe that such guaranty would assure adequate financing at a reasonable 
cost for the new equipment which is so essential at this time. Although there is 
obviously some degree of risk involved, this cannot be considered as a bill which 
requires appropriation by the Congress. Rather, it is a bill which would utilize 
a Government guaranty to assure the development of this industry in a manner 
designed to make them self-sufficient as rapidly as possible and thus, in the over- 
all picture, reduce the cost to the public treasury. This, we believe, would con- 
stitute good business judgment. Further, this action would remove the most im- 
portant technical problem now confronting these carriers. 

We think it significant that the Civil Aeronautics Board, which has been 
charged by the Congress with the responsibility for the encouragement and de- 
velopment of air transportation, has proposed this legislation as the solution to 
this problem. We believe that all evidence indicates that the adoption of S. 2229 
is very much in the public interest. 

We appreciate this opportunity to make our views known in this matter and 
wish to assure the committee that we would be happy to assist in any manner 
possible in the deliberations on this important matter. 

Sincerely yours, 
Atm LINE PiLots ASSOCIATION, 
CLARENCE N. SAYEN, President. 


VIEWS OF CHICAGO HELICOPTER SERVICE, Los ANGELES AIRWAYS, AND NEw YorK 
AIRWAYS ON S, 2229—GUARANTY OF LOANS TO AIR CARRIERS 


STATEMENT OF NEED FOR AMENDMENT OF PROPOSED LEGISLATION TO INCLUDE THE 
HELICOPTER CARRIERS 


S. 2229, a bill to provide for Government guaranty of private loans to certain 
air carriers for purchase of aircraft and equipment, and for other purposes, 
should be amended to make clear that the benefits of the bill would be available 
to the metropolitian helicopter carriers. There are now three of these carriers 
providing helicopter service in Chicago, Los Angeles, and New York. 

In addition to the Hawaii and Alaskan carriers, section 3 of the bill covers loans 
“to any air carrier holding a certificate of convenience and necessity (a) desig- 
nated therein to be for local or feeder air service * * *.” The metropolitan heli- 
copter carriers, in fact, hold certificates of convenience and necessity and, in 
fact, provide local or feeder air service exclusively. However, their certificates 
do not, in so many words, identify the service authorized as local or feeder air 
service. Consequently, if the bill is enacted in its present form, it may be doubted 
that the language in italics above is appropriate to describe the helicopter cer- 
tificates. 

Since the status of the various classes of carrier should not be determined by 
the accidents of draftmanship, a clarifying amendment is required. 

There is no opposition to coverage of the helicopter carriers under the bill, and 
no legislative purpose would be served by their exclusion. On the contrary, 
their inclusion is required for the very reasons given by the Civil Aeronautics 
Board in its statement in support of the bill as applied to the other local service 
carriers. Thus, the Board refers to the present subsidy requirements of these 
earriers and states that “The most careful consideration should therefore be 
given to any development which might have the effect of reducing that obliga- 
tion” of the Government. The Board also states that: 
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“A serious deterrent to improvement in the financial position of the local serv- 
ice carriers * * * has been the relatively high cost of operating types of aircraft 
which have been available for the short-haul type of service for which these car- 
riers are certificated. New aircraft are being developed, which it is believed, 
will be much more economical and efficient. However, the cost of acquiring such 
new aircraft will be so great as in all probability to render the aircraft unavail- 
able to the typical local service and short-haul carrier, on reasonable terms, with- 
out governmental assistance of some kind.” 

These observations are equally applicable to the metropolitan helicopter car- 
riers. The largest helicopter now in scheduled use seats only 12 passengers. 
Within the next 3 or 4 years, advanced helicopters with capacity for 20 to 25 
passengers and equipped with multiple turbine powerplants are expected to be 
available for civil use. Acquisition of this new equipment will enable the metro- 
politan helicopter carriers to effect a radical improvement in the operating and 
economic characteristics of their services. 

These larger helicopters will cost in the neighborhood of a half-million dol- 
lars apiece. The aggregate capital requirements of the 3 metropolitan car- 
riers for this reequipment program will probably range between 15 and 20 million 
dollars, as compared with the present combined invested capital of these carriers 
amounting to less than $5 million. 

Thus, if legislation is to be enacted to provide Government assistance to the 
air carriers in financing new equipment, the metropolitan carriers should be re- 
garded as among the foremost requiring assistance of this type. 

For these reasons, section 3 of the bill should be amended to read as follows: 

“Sec. 3. The Board is hereby authorized to guarantee any lender against loss 
of principal or interest on any aircraft purchase loan made by such lender to 
any air carrrier holding a certificate of convenience and necessity (a) designated 
therein to be for local or feeder air service, or (b) providing for operations 
wholly within the Territory of Alaska (including service between Alaska and 
adjacent Canadian territory) * * * or to any air carrier holding a certificate of 
convenience and necessity issued by the Board for the purpose of authorizing 
metropolitan helicopter service. Such guaranty shall be made in such form, on 
such terms and conditions and pursuant to such regulations, as the Board deems 
necessary and which are not inconsistent with the provisions of this act.” 


x 
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